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EQUAL PAY^FOB EQUAL WUEK . 

m 

John Jones earned good wages from a firm of outfitters^ by 
braiding milita^ tunics. He fell ill and was allowed b^ the firm 
to contmue hi^^work in his own home. He taught Ws wife his 
^ trade, and 8.s his illness became gradually^ more severe she did 
*m<afe and more of the work until presently she did it all. But 
as long as he lived ii was taken to the firm as his work pid paid 
'for accordM^'.* •* . 

.J\ "^hm, IroWeser, Hi became qjiite clear,' John Jones being dead 
ffiid buried, that it could not be his work,' Mr«i John Jones was 
obligedi to own that it was hers, apd the price paid for it by the 
fro was immediately reduced to two-thirds of the amount paid 
wneh it was supposed to be her, husband’s. 

' l3i^''who- uphold thej'juinciple “Equal, pay for equal work” 
are fighl^g against this differentiation qgains^women’s rate of 
wages; ^hey.ash v?hy the firm waf prepared to p^ Jdin Jones 
a certain sum for braiding a tunic? The* reply -is <d)yious; be- 
cause a braided t&nic is, worth more and sells ior more than an 
Upbjfaided tunic. The tunic when braided sells for an pqual sum 
whether thf braid has been sewn^on by John or Jane, on the 
supposition naturally that Jane’s sewing is equal to John’sa The 
jplpng of Jane aka suhstantially lower Jll^ than John it under- 
cul^g all the men in the trade and is theretme injurious to 
^ir interests, It is sweating the woman worker and is there- 
fore injur^us* to women to. general, and exercises ,V(diat Miss 
■Bathbone in h^- interesting Tarticle 'in the Economic Joubnal 
W March, 1917, f^ls “a downward RulV” on their wages. 

Miss BatU^e calls ihe *formula “«^ual wages for equal 
No. 109.— VOL. x|wm.* ' 
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work’' .Vilgtie and 4^-dedned. She says that in accepting^! 

8]^ falling into a very ‘palpable, trap set for them kf , 
the tofn's trade unigns. * With all respect I should demur to both 
Ihese statements. By “equd Wages f<» equal' work” n#*one 
means thai women who are less valuable as producers shoidd be* 
paid the same as men who .are more xaluable. In reading Miss 
Bjthbone’s article 1 cahnot help feeling that she too much disre- 
gards the tremendously depressing effect on women’s wages of the 
pre-war trade union rules, combined with social uSe and wont* which 
kept women out of nearly all the skilled industries. This pQlicy 
obviously cutoff a grea{ volume of the demand womefi’s labour 

'Htdlh would ixist if these barriers could be broken down. It 
tt quite tr»e to say thaf^ although thf doctrine of demand and 
supp^ has fallen of late years into unpopularffy, it is neverthe- 
less a fact that if demand for a particular class of labour is either 
destroyed or very much restricted, “a downward pull” on wages 
is called into existence for the whole class. . 

Let it be supposed that trade union rules, plus employers’ 
prejudices and social custom, prevented ifatives of the Isle of 
Wight from being Allowed to engage in skilled* industry : you 
would at once call into existence a tremendously depressing effect- 
upon the wages of all the islanders whether skilled or unskifled. 
The unskilled trades open to them would be overcrowded,* and 
competition among the Workers might well force 4o^ wages to 
lesfe iihan subsistence Jevel. It had dene s6 iif*lhe case of large 
masses of womeii’ before the war. In 1912, according to a table 
prepared by Mr. Sidney Webbrfor the Fabian Women, the average 
wages for adult manual working women was only 10s. a 

week. This, it must be remembered, was the average, but there 
were many working for less than thi8,%nd the Committee ttf the 
Queen’s Wo*k fUr Women ^pd, etarted at, the beginnkig of the 
war, reported that “many wording women are normally in receipt 
of wages* fehlotc subsistence level." The evi|^ effects of such a 
state of things can hardly be exaggerated. It mean# physical 
^degeneracy, not for one jex only, prematune old age |or women, 
impo^bility of organising women’s labour, the standing out of 
any intpUigent effort,^ acquire industrial tndning and a hi |h . 
degree of industrial e^lciency. ' 

' The idea foftnerly very widely entertamed that women were 
incapable o£#9kiiled work has been ^ttered by ^perienoe since 
*the outbreak of *^e war ; and I vpl^ to thiip Mis# Bathbone 
given suffldent wdighi to tMs experi^ioe. She assuntei'* 
( top^nch wommi arr always indnstmlly lera ^vantageous 
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to thek employers tlmn men and that their lower wages to a 
large extent merely reflect this lower '^lue. But>among man^ 
employers Who have spoken on this Subject dnrihg jj^e last t^^ 
years I may • quote Sir William Beai;dmore, the well-known* 
engineer, and President in 1916 of the Iron and Steel Institute. 
In his presidential address he sfkike of the difficulty met with 
by employers in-inducing workmen to utilise to the best advantage 
improved methods *of manufacture evolved by experimental 
research ; he said,: “ Early in the War it was found at Parkhead 
forge that the output from the respective machines was not so 
great as what tiie machines were designed for, and one Of the 
workers was induced to do his best to obtain the most out^f a 
machine. He ve|y greatly increased his output, notwithstanding 
his predilection for trade union restrictions. When it was found 
that the demands of the Government for a greatly accelerated 
production of- shells rq^quired the employment of girls in the 
projectile factory, owing to the scarcity of skilled workers, these 
girls in all cases*produced more than* double that by thoroughly, 
trained mechanics — members of trade unions — working the same 
machines under the same conditions. In the turning of the shell 
body the actual output by girls, with the same machines and 
working under the same conditions and for an equal number of 
hours, was quite double that by trained mechanics.* In the boring 
of shells the output also was quite double, and in the cuiying, 
waving, and finishing of shell cises quite 180 pgr cent, mote than 
that of experienced mechanics ” (Manchisier Guardian, “May 
16% 1916). . ^ 

•^ere, therefore, you have a case in wl^ch*, women’s work 
excelled men’s- work in productiteness By two" to one •or more. 

I always take care when I am speaking to women qn this subject 
to warn them not to run away with the idea that either physically 
or mentally they excel men. What' thege figures do show is 
some part of the extent to which the whole atmosphere in which 
industry was carried on in this country before, the wax led to, 
the deliberate restriction of output by the male workers. 

Although Miss Eathbone compfains of the expression “equal 
wl^es for equal work” as being vague anftdil-defined, she herself 
gives In admirably clear and definite exposition- of it on page 59^ 
where she describes it' (hypothetically, it is true, but not the less 
accurately) as a claim to sepure for women a fak tfeld of com- 
^tition with m^, thek work being; accepted ^ rejected on its’ 
iiaerits, recognising that any permanent disadvantage that adhesp^" 
to women 'workers as such should be allowed for by a pro ra^ 

B 2 
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reduction in their standard rates. I beliere nearly all feminisil| 
would be j^epared to accept this definiticp. If, for instancl,f 
p^ing to a Ipwei* degree of physical strength it was found neces- 
sary to employ three women to do the woiik ordinarily done by 
two men, then the wages for the three women could reasonably 
be adjusted to balance this disadvantage. War experience, how- 
ever, has^stiffened the conviction of many femirrtsts that a large 
proportioi# .4bf supposed feminine disadvarrtages exist more in 
imagination than in reality. ^ That a woman in the textile trade 
was paid at a lower rate than a man for the same work has, for 
ii^nce, been accounted for, time out of mind, by saying that 
a woman was incapable of “tuning” or “setting” her machine. 
Very few of those who used this formula tqpk the trouble to 
e:ijS>lam that women were never given the opportunity of learning 
how to tune or set a machine. It was looked upon as a law 
of nature that a man CjQpld set a machine and that a woman 
could not. 

Given, a free entry into skilled industries ^d the opportunities of 
training, the organisation of women either m men’s trade unions 
or in trade unions of their own and political power to support their 
industrial ctkims, and I can see no reason why the principle of 
equal pay for equal 'work should ribt in the course of a few yoara 
find an almost universal acceptance. I have endeavour^ to 
show that such differences as exist between Miss Bathbone and ^ 
myseff upon this principle are very much a questicm of words 
anif not of facts. I do not claim in all cases identical wages for 
mem and womens If the men are worth more let them receive 
mote, or if thp|wo|pen are worth more (as they were in the Park- 
held fo%e) let them receive ^ore. The one chance of women 
being received into industry by the men already employed as 
^comrades and fellow- workers, not as enemies and blacklegs, is 
im their standing for the principle, equal pay for equal work, or, 
as it is sometimes expressed, equal pay for equal results. 

Some illustration of what organisation and co-operation can 
So in raising the wages of sweated woDaen ihay b© giilhBred from 
Miss Marie Harrison’s recently published book, TheTD^wn in 
IrekM, where she shows, on pages 9 and 19, how the sweated 
,^^Ddtters" of Donegal, who formerly bnl/ received from the gom- 
^en-men who controlled the whole ’ mSustiy Is. 4d. a dozen te 
knittirtg ^ks and Id, a paur Imr kpittmg floveshpa wage whida 
vms nit paid irikjash, but had to be taken out 4n i^sods in th© 
%ifebeen-man’8 shop—are now through the aid of oo^irperatkHO'and 
orsfanisation earning wages which av^lje over £1 a and 
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in the case of exceptionally good workers go up to 10s., £2, 
br even ^62 lOs. . . ' ' 

No one knows wl^at women or anyone else can do until th«^ 
have ha4 ai^ opportunity of learning how and trying. War ex-* 
perienoe has proved this ; and I am convinced that the best chance 
of women preserving, after peace returns, the industrial freedom 
which the war has brought them lies in the earnestness and sin- 
cerity with which. industrial women maintain the princ^le “equal 
pay for equal work.” 

An inquiry into Miss Eathbone’s' poser, “Why is a butler paid 
more than a parlourmaid even by feminists?” would be a very 
interesting excursion in^ economics and social fashion. I suggest 
that over and above the very restricted area of employment other 
than domestic service open to the parlourmaid, in distinction to 
that open to the butler, there is another reason in the undoubted 
fact that.it is more chic, more fashionable, to have a butler than 
a parlourmaid, and people are willin^'^to pay in iard cash and 
even in actual discomfort for this" <llnblem of aristocracy and 
wealth. For the sarfie reason they are willing to pay more for a 
6-ft. footman than for a footman who is only 5 ft. 3 in., who may 
be not only as eflScient, but more efficient than hiswbig brother. 
There is one trade in which women receive higher waglti' than 
men for the same work. I am not going to reveal, what it is ; but 
I will say that I believe^!^ emjiloyment of women in it is a 
fashion and .denotes a su^rior social status on the part of the 
employer, for which they are willing to liiake a consideis^ble 
payment. 

'As Miss Eathbone points out (page 64), the .|K>tentialitie8 of 
women’s labour are much better^understood rfow by employers 
than they were before the war, and the ieajre of women to retain 
the industrial liberty they have gained sihce 1914 is certain to» 
receive important support from this source, and the general public*’ 
would undoubtedly resent the attempt to push women back into 
the industrial serfdom of the past. 

The ad^tdcates of the principle of equal pay for equal work 
have an encouraging precedent in the successful stand which 
women doctors have made from the outset that they would not 
undersell the men in tBe profession. Wheth|iE as physicians or 
surgeons they have been quite determined on Jhis point. Medicif* 
women working for the War Office since 1914 did not secure this 
position without a struggle, but I understand th||t the con|Eoversy 
is now settled in a wtisfactory manner. The women controllers, 
for im^anoe, in the W.A,A.C. receive payment corresponding to 
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that of a Colonel in the E.A.M.O., while other medical womei^' 
doing fnU-tjme service are being paid £1 45. a day with allowanc# 
for rations and uniform. 

This is as "it 'should be , and I have not beard either from the 
representatives of the women doctors or of the War Office that 
either of them found the claim of equal pay for equal work “vague 
or ill-defined.” 

Millicent G. Eawcett 
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Self-depebciation is a recognised and cherished characteristic 
of the British nation and one which has undoubtedly assisted in 
building up the British^character as we know it. But there are 
limits to its usefulness, for it tends to make us overlook some of 
our most valuable resources. Had we been more disposed to 
vaunt our assets, we might have started at a much earlier period 
forging a weapon, the use of which has been forced upon us by 
circumstances rather than adopted by choice, but which we are 
gradually realising will be, if not the one decisive factor, at any 
rate one of the decisive factors, in determining the issue of the 
war. For the economic weapon — the control ex^cisM over the 
best markets of the world, and, what matters “still more, over 
the main sources of raw materials — is more powerful and far- 
reaching in its effects than it is easy to grasp. Slowly but surely 
this weapon is being hammered into serviceable form ; our plans 
are being thought out and put into operation, our epsources 
examined and enumerated, our industries organised and directed. 
This is an even wider and harder task than the production of an 
adequate supply of munitibns, for it involves every important 
trade in this country, and in addition our commercial 
relations with the whole of the world. Yet, under the pressure 
of circumstances, it has been undertaken and is pro6^eding to an 
extent hardly yet '‘known to the general public. Sporadically,, 
indeed, and not apparently in pursuance oj any systematic plan, 
one trade, or l^Muaeh of a trade, after another is being brou g|^ 
into line, now by this department and pow by. thert one, as'^hi* 
urgency of the moment demands., untn %<^cely an industrial 
concern is left which has not felt what is Sometimes described 
as the numbing influence of Government control, but what is 
really the bracing effect of considering each firm^apach branch of 
a trade, each industry, not as an endjpritself, but as part of a 
greater whole existing in order to rendei service to the com- 
munity. , 

This change in outlook and organisation^ which amounts in 
fact, to a second industrial revolution, has taken., placs quietly 
unobtrusively, except perhaps in the case of the munition 
industries; and the methods adopted, the results achieved, and 
^e experience gained, are hardly known beyond the industries 



TBM moOHOMXC 


[MABOH 


concerned; yet they are of very great importance, not only to 
the industrial historian, but to the practical administrator' 
r attemp^g to solve similar problems in other trades. It is there- 
fore proposed to describe briefly, for the enlightenment of all 
whom it may concern, the developments which conditions of war 
have brought about in one of the oldest and most famous of our 
industries, namely, that engaged in producing textile materials 
and knitted goods made wholly or partly of wool. 

In order to appreciate the changes which have taken place, 
it will be useful briefly to describe the main facts about the 
industry. The many centuries during which woollen cloth has 
been woven in England have afforded opportunity for the develop- 
ment within the industry of an endless variety of organisation, 
brought about largely by the many different types of raw material 
used, and in consequence by the diversity and complexity of the 
processes for working them up. There are, to begin with, the 
two main branehes of woollen and worsted manufacture, repre- 
senting a difference in the treatment of the raw material from 
the initial stages and usually organised in a different way. A 
a rule the woollen manufacturer who cards the wgpl buys the 
raw material and sells the finished cloth, performing all the 
operations in his own mill, while worsted manufacture, in which 
wool is combed, is carried out in a large number of mills, each 
specialising in one particular process, l^ough there are, oi course, 
numerous exceptions in both branches. 

Then, again, there is the extraordinary variety of material; 
nearly all countries contain sheep, and the wool of each possesses 
distinguishing characteristics, while, as an example of the diver- 
sity of wools grown in one country, it may he mentioned that, 
for the purposes of valuing the wool grown in the continent of 
.^ATuatralia, it was necessary to draw up a price list containing 
848 separate classes. In^addition to working up wool, this trade 
also works up caifiSl hair, goat hair, mohair, cashmere^ alpaca, 
human hair, and other animal fibres of a similar nature, while the 
spun yarn is frequently mixed with cotton or silk before weaving 
or knitting. * 

Another complical^on is introduced by the fact that each 
branch of the trade has its own method of financing the manu- 
facture, and that here again there are flways eifcgplions. The 
Vmollen manufacturer, the worsted spinner, and the wpt^ted 
^ weaipr B|ually own the matacial which they^ work up; 
Ijomfebc and the dyer do not* Eaw wool, tops and yarus 

paid for in paah aftor fourtoen days# while the trade tmm 
thi% or cre^t* 



lOlftJ TOE WOOE TRAEE IK WAlt TIMB *0 

The maan seat of the wool industry is in that small part of 
the West Biding of Yorkshire lying between the valleys of the 
Aire and of the Calder with its tributery the Colne, though thele 
are firihs, car groups of firms, usually specialising on some par-^ 
tjcular class of product, in several other parts of the United 
Ejngdom. The flannel industry extends over the Pennines down 
to' Eochdale and Oldhto in Lancashire. The old-established 
and famous West of England cloth is made in scattered factories 
throughout Somerset and Gloiacester, the largest number being 
perhaps found in and around Stroud, while the industry extends 
into Devon and Cornwall in the west, land into Wiltshire and 
Oxfordshire, famous for blankets, in the east. The carpet in- 
dustry, which is the section of the trade requiring the most skill, 
brains, and artistic sense, is also mainly situated in this part of 
England, round. Kidderminster ; the other carpet mills being in 
Scotland and' in the north of Ireland. There are a considerable 
number of woollen manufacturers and a few worsted spinners in 
Scotland, the most marked concentration being found in the 
border districts of Berwick, Selkirk, Eoxburgh, and Dum- 
fries, wher^ there is also a considerable hosiery industry. 
Scattered over Wale's are a large number of small flan^yel mills, 
many without any mechanical power and employing only a hand- 
ful of workers. The hosiery industry is concentrated largely 
in the Midlands, though over a larger area than the West Biding 
cloth industry, since it stretches from Derby and Nottingham 
to Leicester and Wigston. A general idea of the distribution of 
the industry may be seen from the following table showing the 
approximate percentage of workers, firms, and machinery in 
each area 

Percentage Proportion of Labour, Firms and Machinery in 

Wool Textile Trade {Dyeing and Finishing not included). 


{The figures relate'" 

to Awg^st 30th, 1917 , a'hd 

1 

1 

1 



only). 



- 


Workers 


Woollen 

Worsted 


District. 

employed. 

Firms. 

Spindles. 

S]^dles. 

Looms. 

Ycrkshire 

73 5 

721 

65-8 

92-3 

73 

IiaiiGasbire 

4-6 

4*3 

9*3 

0*1 

6-8 

Midlaads 

2-5 

1*6 

1-2 

3*4 

0*6 

West of Kiiglfii|Ld 

2^6 

1*8 

6*3 

0*7 

2*4 

England 


79*8 

81-6 

96*5 

82-8 

. ... 


3-7 ^ 
11*6 

14-4 

^ V 

0*9 

9*6 

Xr^nd ... 

1*5 

3*0 

^ 2*1 

1*1 

Trade 

Tmi United Kingdom 

5-8 

2-0 

0*6 

0-8 

6*6 

m 

100 

"lioo 

100 

lyisf'lOO 
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It IB to say with any exactness how many person^ 

are en^it^^ in the wool-using trades in the United Kingdom,; 
there me prcAably about 40®, 000 employed in manufacture alone, 
to'whMl must be added an unknown but considerable number 
of persons engaged in the collection, handling, and distribution 
of raw wocd and of the semi-manufactured and manufactured 
mroducts, including shepherds, transport workers, and shop 
assistants, as well as merchants, clerks, and agents of all kinds. 
The latest published detailed statistics about the persons employed 
in the trade are contained in the Census of Occupation of 1911, of 
which the volume for England and Wales is the only one issued at 
present. The information which follows, therefore, relates en- 
tirely to' those countries, but later information affords reason for 
supposing that the proportions in Scotland are not very different, 
while the numbers in Ireland are small enough to be negligible. 
It must, however, be noted that there is no separate information 
available with regard to persons engaged in the dyeing and 
finishing of wool as distinct from cotton and other textiles, 
largely owing to the fact that many firms are engaged in dyein;? 
both cotton and woollen goods ; as the work in .^is trade is 
heavy ajarge proportion of adult men is employed, and their 
addition must tend somewhat to alter the proportion of adults 
and juveniles and of men and women. Of the 350,000 persons 
employed in the wool-using trades in England and Wales, three- 
quarters are in the woollen and worsted trades proper and about 
four-fifths of the remainder are in the hosiery trade. Dividing 
up the woollen and worsted trades again into their main processes, 
we find -that weaving and its subsidiary processes occupy nearly 
one-half of all the workers and more than half of the women and 
girls ; about one-third of all the workers and the same proportion 
of ihe women and girls are engaged in spinning and kindred 
occupations; the remainder are to be found in wool-sorting, 
carding and combing,' and other subsidiary processes. Taken as 
a whole the wool-using trades must be considered largely a 
woman’s trade, since 60 per cent, of the tofeil number ocaipied 
in it are women, as compared with 30 per cent, of thei total 
occupied population. The propewtiona vary, however, enormously 
ini the different sections, from 73’5 per pent, in weaving and in 
the hosiery trade as a whole, and 64 per cent, in spinning, to 
34 per cent, in carding and combing, and mly 4 per cent, in 
>wo#sorting. The nature of the work, which renders poi^le 
.ilhe A so large a number women, is also favQurablc 

to the employment of younjg^pm^BOfis, Shd consequently we 
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that ten years ago more than one-fifth of all the workers were 
under 18 and that the proportion haS increased, especially since 
the war. Sixty per cent, of the juvenile workers are employld 
in spinnings where nearly half the workers are under 18. Al* 
though the, half-time system does not prevail in Yorkshire as in 
Lancashire, many children enter the mills at 13 ; Bradford, how- 
ever, in spite of the large number of worsted spinning mills 
which depend largely on juvenile labour has insisted on children 
remaining in school up to the age of 14, a provision which has 
however been relaxed during the war owing to the shortage of 
juvenile labour. 

Some associations both of employers and workers existed before 
the war, but they could not be compared either in size or strength 
to those in the sister industry of cotton. The variety of organisa- 
tion already described led naturally to a sectionalism which 
magnified the opposing interests near, at hand and failed to recog- 
nise the common interests which lay below the surface. Thus 
one of the most marked features of the Wool Textile Trade was 
the suspicion and even the hostility, with which the different 
sections regarded each other, and consequently employers and 
workers alike were, and still are, to be found in a largjp number 
of independent societies, while many prefer to remain outside 
any form of organisation at all. For example, to an “Agreement 
made the 4th day of February, 1916, between the representatives 
of employers and workpeople engaged in the Worsted and 
Woollen Industries of the West Biding of Yorkshire for the 
purpose of dealing with the exceptional conditions arising out of 
the war,” the signatures of 13 employers’ and 18 workpeoples’ 
representatives are attached ; at a meeting held with Trade 
Unionists in October, 1916, 41 organisations in the West Biding 
were represented ; an agreement relating to dyeing and finishing 
only was made in April, 1914, between four employers’ associa- 
tions and three trade unions, while a considerable number of 
dyers belonged to a fourth union which was not included. 

In order fully to understand the measures taken to meet the 
war situation, it is necessary to realise also the position with 
regard to the raw material of the trade. The annual consump- 
tion in the United Kingdom of raw sheep’s wool alone amounted 
to about 6^ million pounds weight on an average in the five 
years preceding the war, to which there must be added about 
75- million pounds weight of mohair, alpaca, etc., and of wool 
from imported sheep skins, and an estimated weight of 225 
.ipillion pounds of woollen rags, shoddy, etc., in order to give an 
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ideft of tliHi foM weight of raw matodal used. About S80 milU(4 
poanSe wc^^t of wool and 130 million pounds weight of shoddy 
and rags are imported, while 90 million pounds weight of wool and 
the remainder of the shoddy and rags are home produced. Thus the 
industry is dependent on overseas supplies for more than three- 
quarters of its raw material ; of this again, about one-half comes 
from the Antipodes, and the remainder chiefly from countries 
as far distant as South Africa, India, the Eiver Plate, Chile and 
the Falkland Islands. It must also be noted in this connection 
that the British Empire produced before the war about 40 per 
cent, of the wool of the world, and normally requires less than half 
of this quantity few its own use. 

Thus we see the Wool-using Industry before the war, a highly 
intricate organism deriving its infinite variety of supplies from 
the furthest comer of the world, working them up in an infinite 
variety of ways,, into an infinite variety of finished products, of 
which one-half are sent out again to be worn in every country 
of the world. In order to achieve this result there are at work 
shepherds and sliearers, carmen, dockers, sailors and every other, 
kind of transport worker, combers, spinners, weavers, knitters, 
dyers and ^all other workers engaged in the process of manufac- 
ture, war^ousemen, clerks, cashiers and shop assistants; while 
everywhere and at every stage there are merchants, agents, 
and brokers of every kind, usually assisting but sometimes also 
clogging the working of this huge and complicated machine. It 
is small wonder that in the past the separate parts of this 
organisation have failed to realise their unity, and that their con- 
flicting interests have loomed far larger and absorbed far more 
energy than their common ones. A reduced clip and the result- 
ing increase in the value of wool represents sheer loss, to the 
grower whose flocks have died, shee'' gain to the merchant whose 
warehouses now contain mmre wealth, and between these two 
extremes the laws of cause and effect, of 8rq>ply and demand, 
apportion profit or loss to every<me engaged in the trade according 
to his own individual circumsteces. What is meat for. one 
merdiant tn; manufacturer may be poison for liis competitor, and 
the different sections of the trade seem to thrive at each other’s 
expense. The weatiier in Australia, a juresMential election in 
tim United Btates, or even in the Argentine, a change in freights 
tir in the rate of exchange, in fact, whatever ha^iens m tihe world, 
m i*<||ected in mm way or oth«r in the wool trade, end may make 
the enga|^ in it. 

wtMkl has been the effect ot cmditlomi on ^hls , 
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f ^.m«ting trade ? It was at once olrvioos that the effect would 
be far-reaching and unprecedented, but it was some time befeore 
the main tendencies disentangled themselves from the mafls>*ot 
attendant circumstances. By now, however, it is possible t® 
diMem thp direction of the chief currents which are setting in 
this as in other industries, and the fresh developments which 
will occur are not likely to alter the fundamental lines which 
have been already laid down. In evei^ trade the stem logic of 
events has forced two fundamental facts upon the attention of 
even the most self-absorbed or dull-minded member of it; first, 
that his trade is one organisation whose many members arh inter- 
dependent and cannot fight each other without injury to every one 
of them, and, second, that even his trade as a whole is not an 
end in itself, but exists in order to perform an essential service 
to the community. In the wool trade this new point of view 
has been driven home by the fact that the fortunes of the trade, 
instead of being directed by thousands of firms, each pursuing 
whatever course seemed best in its ovra interest, are now con- 
trolled by one Government Department, deciding each question 
with reference to the common interest. In what follows an 
attempt will be made to describe by what process this has been 
brought about. 

When the thunderbolt of war fell out of a blue sky on to the 
wool trade at the opening of the 1914r-15 season, its first effect 
was a sudden drop in all prices ; for it seemed as though there 
must be a glut of wool, when neither German, Belgian, nor 
Northern French merchants and manufacturers could assist as 
usual in “lifting” the clip; but the more far-seeing members of 
the trade soon reaUsed that soldiers require liar more wool than 
civilians — some say four times as much — ^while, even before the 
war, a stimulating competiticm from the United States had been 
felt, SrS a result of the tariff revision which dame into force in 
December, 1913 and placed raw wool upon the free list. A 
serious drought in Australia, resulting in the loss of one-fifth 
of the flocks, had a marked effect on the amount of wool produced 
in the world, and reduced the supply just when the demand was 
beginning to increase on a large scale. Consequently, from the 
early naonths of 1915 onwwds wool pices beg^' that startling 
climb which they have pursued almost without interruption ever 
since. 

Meanwhile there was great activity in the West Biding and 
o&er woollen manufacturing districts. Clothing htui to be pro- 
Vited not caady for Kitchener’s army, but for a lai^. part ^ 
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Bmb&Ii as well, since almost the whole French wc^f 

mau^ac^msng distiicts in the North-east of France were oveiriit 
by the enemy. We sent to France in 1915 eight times the quan- 
tity woollen and wcarsted tissues normally sent there before 
the war, while our own army orders for clothing were between 
thirty and fifty times their pre-war size. There was a con- 
siderable demand, too, from that portion of the civilian popula- 
tion which was making war profits or earning a war bonus, and 
from other countries which could no longer obtain woollen goods 
from Germany and Austria. Cpnsequently, the amount of raw 
wool retained in England during 1915 was two-thirds higher than 
the normal consumption; this huge quantity of wool was only 
available owing to the possibility of diverting to the United 
Emigdom the supplies usually sold to the Continent. It was 
indeed a golden time for the West Eiding. 

This trade boom, which was accentuated by a growing short- 
age of labour and by the rising prices of raw materials, began 
to tqake it difficult for the British and Allied Governments to 
satisfy their heeds; for in order to induce sufficient manufac- 
turers to accept‘d contracts, they had to compete with the Sigher 
prices which the civilian trade was ready to pay. Thus patriotic 
firms, already on the contracts list, were willing to do the work 
at pre-war rates of profit, but they found it difficult to prevent 
their workpeople from going to more remunerative employment ; 
other firms who were inexperienced in making this class of goods 
had a higher cost of production and therefore appeared entitled 
to better prices, while the more unscrupulous ones either exacted 
war profits or devoted themselves entirely to the highly-remunera- 
tive civilian production. The old method of tendering was, in 
fact, out of dlfe, since its advantages disappeared when ^e orders 
to be placed were larger than the tenders offered and competition 
among manufacturers had ceased to exist. 

In order therefore to obtain sufficient supplies and to distri- 
bute both the burdens and the profits more equally, powers ware 
obtained by the War Office to requisition the whole or any part 
of the output of a firm, and by this means to lay imder equal 
"contribution all firms able to supply Government needs. These 
powers were first used mainly in the hosiery trade, in which 
the supply question has always been acute owing to the specialisa- 
tion of machinery and the unusually heavy type of^pomeht 
required frar army purposes. 

method of requisitioning, howevw, rmses as many prob- 
as it solves, smd the Contacts Department' was immectia^y 
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faced with the question of the price to be paid for the requisi- 
tioned goods. It was decided to adopt the principle, obvioudy 
fair and simple in theory, though very complex in its application, 
that the manufacturer should receive as the price of his good% 
the amount of his actual outlay together with a reasonable rate 
of profit based on pre-war standards. This principle is such an 
important one owing to the developments which it renders 
possible, that the form in which it is now enshrined in the 
Defence of the Eealm Eegulations deserves quotation in full : — 

Regulation 2 B. It shall be lawful for the Admiralty or Army Council/ 
or the Minister of Munitions, to take possession of any war material, food, 
forage, and stores of any description, and of any articles required for or in 
connection with the production thereof. 

Where any goods, possession of which has been so taken, are required by 
the Admiralty or Army Council or the Minister of Munitions, the price to 
be paid in respect thereof shall, in default of agreement, be determined by 
the tribunal by which claims for compensation under these regulations are, 
in the absence of any express provision to the contrary, determined. 

In determining such price regard need not be had to the 
market price, but shall be had : — 

(а) the goods are acquired from the grower or producer thereof, to 
the cost of production and to the rate of profit usually earned by him in 
respect of similar goods before the war, and to whether such rate of profit 
was unreasonable or excessive, and to any other circumstances of the case. 

(б) If the goods are acquired from any person other tjian the grower or 

producer thereof, to the price paid by such person for the goods, and to 
whether such price was unreasonable or excessive, and to the rate of profit 
usually earned in respect of the sale of similar goods before the war, and 
to whether such rate or profit was unreasonable or excessive, and to any 
other circumstances of the case; so, however, that if the person from whom 
the goods are acquired himself acquired the goods otherwise than in the 
usual course of his business, no allowance, or an allowance at a reduced rate, 
on account of profit shall be made : , 

Provided that where by these regulations or any order made thereunder 
the sale of the goods at a price above any price fixed thereunder is prohibited, 
the price assessed under ^is regulation shall not exceed the price so fixed. 

When applied to the wool textile trade this means that for 
each process and quality there has to be fixed a “conversion cost,” 
ascertained in the first instance by an examination of the books 
of typical firms by expert accountants, and varied, if necessary, 
to meet the case of similar qualities and processes. But as soon 
as steps were taken to put this system into operation the absence 
of any firm basis on which to build up the donversion costs was 
found to be serious difficulty. In the case of hosiery yarn, 
which was the first article to be dealt with in a comprehensive 
maimer, it was agreed between the Department and the hosiery 
manufacturers to add a flat rate to the price of the combed woid 
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l!6ops) f.t<^ wMeh it -ms made in order to cover the cost of ^ 
^innixi^ and the subsidiary processes; the different qualitieei^ 
tops di-nded into six price ^ups and the Hat rate Ws 
slightly increased with the increasing price of tops. In this way' 
the price paid for the finished article depended directly on the pioe 
of tops. Now, for practical purposes, it was obviously neeessary 
in a changing marl^t to tsJce as the price of tops the fair, price 
of the day on which the hosiery manufacturer placed hw^er 
with the spinner ; but, since prices were always rising and never 
falling, the necessity of taking the market price of the day always 
resulted in giving the manufacturer an opportunity for making a 
further profit, by using tops purchased befcye that date. It was 
quite clear that the costing system could never be completely 
satisfactory nntil it could be built up on a fixed price for the 
raw material. 

This need for controlling the raw material was further 
emphasised by the growing shortage of raw material already 
menticHied. In fact, difficulties had already arisen in obtaining 
sufficient supplies of the qualities of wool particularly needed for 
army requirements, especially colonial cross-bred and jij^ritish 
wools. It was therefore decided in June, 1916, to purchase the 
whole of the British clip which was then beginning to be shorn. 
The price basis at which the wool was bought was fixed, after 
negotiations with the farmers, at 36 per cent, above the level 
of prices in July, 1914, equivalent to about a 60 per cent, increase 
on the decade before the war, but which resulted in most cases in 
a rather lower value than the farmers would probably have 
obtained had there been a free market. The wool was distribufed 
direct to spinners and manufacturers to use for Government 
requirements, so far as it was smtable, at fixed rates based on the 
price paid for the wool ; the remainder was sold frar civilian use '' 
at a somewhat higher price level. 

The purchase of the British clip was snccessfol in achisving 
the two objects in view, namely* the safeguarding of suj^lies 
and the establishment of a firm prke basis* so fmr as was,^)osable 
in view of the size of the clip, which, however, provided less 
half the Government reqtdrements. In order coyipletely to 
. attain these cffijects, it wa« obviously necessmry for Ihe Govern- 
ment to own all essential BUj^^es, and with this md in view a 
was made to the Govemmmts M At^kaJyia anil New 
i|ee}and in aatumn at 1916 to purchase tM moss-bred (ffilps 
l^d-^seMon, 0wug^* howeva^ to the difficolfy irf dis- 
in Al^tMia beewi^ the ff»marof mi 
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merino wool, a counter-proposal was made by the Colonial/ 
Governments that the Imperial Government should purchase the 
whole of the Australasian clips which had not at that time (i.e^, 
NovembeTj 1916) passed the hammer at public auction. / The^ 
Imperial Government agreed to purchase the wool at a price 
le'vel 56 percent, above that ruling in the season before the war 
thr ough the agency of the Colonial Governments, who undertook 
the^*lraole work of collection and valuation, etc. It was agreed 
that the wool should be paid for on appraisement and should be 
kept in the Colonies to be shipped under arrangements made by 
the Admiralty. Any profits which might be made on the sale 
of the wool not required for Government purposes was to be 
shared with the Colonial Governments. In order to complete its 
control over the stocks of cross-bred and merino wool in the 
United Kingdom the War Office took possession, during the 
spring of 1917, of all stocks of such wool and of all cross-bred 
tops except those which were alread.y “held by users for the 
purpose of manufacture by the holder.** As a result of these 
measures the proportion of Government-owned cross-bred and 
mer^d^*^ool in the United Kingdom lose from 22 per cent, on 
December 31st, 1916, and 29 per cent, on March 31st, 1917, to 
60 per cent, on June 30th, 1917, and to 80 per cent, on December 
31st, 1917. 

The great need for army blankets was causing an exceptional 
demand for East Indian wool, particularly for the coloured sorts 
which had to be used in all cases where the specifications did not 
permit the wool to be dyed. The prices of these coarser wools 
rose by 100 per cent, to 250 per cent., and it became essential to 
control their distribution so as to secure the necessary supplies 
for army contracts. Accordingly, a scheme was prepared by a 
joint committee, on which the East Indian Wool Importers* 
Association, the Liverpool Wool Brokers* Association, and the 
Norjybern Wool Buyers* Association were represented, to take over 
the distribution of East Indian wool on its arrival in this country 
and to distribute it to approved users on a fixed price basis ; a 
member of the trade was appointed as East Indian Wool Distri- 
bution Officer to supervise its operation. At the same time the 
Indian Government undertook to stimulate the collection of wool 
in fhdia and to arrange for the whole quantity to be shipped to 
the United Kingdom. It is a point of contrast between this 
scheme and that dealing with British and Colonial wool that the 
Bast Indian wool is at no stage in the actual possession of the 
Government. 

xxvni. 


0 
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In th0 autumn of 1916 it became necessary to devote spec^; 
attentioil to the question of the labour supply. Eecruiting hm 
been heavy, and, moreover, fell unevenly on different sections of 
the larade owing to the fact that the pro^rtion of men of military 
age to the total number of persons in the industry varied con- 
siderably in the different processes, and consequently the finely- 
adjusted balance of the trade became upset. In wool-sorting, 
carding and combing, and mule-spLnning, in which men are 
largely employed, the proportion of men of military age was 
about three times as high as in spinning and weaving, where 
women and juveniles preponderate. If we consider the trade as 
a whole and compare the net loss of enlistment in this trade 
with that in all industry, we find that the proportion is about 
half as high as the average. In spite, however, of this com- 
paratively low percentage of enlistment, men had become very 
scarce, particularly in some of the skilled processes, and in order 
to keep pace with the military orders it was necessary to employ 
women on some classes of work which had hitherto been reserved 
for men. Already in February, 1916, an agreement to facilitate 
dilution and to prevent the exploitation of cheap female labour, 
on similar lines to the munition agreement, was concluded 
between the most important manufacturing employers' associa- 
tions and trade unions, and later also in the dyeing section of 
the trade, and most of the pivotal occupations were placed upon 
the Eeserved Occupations Lists. At the same time neighbourixig 
munition works exerted a powerful attraction on the engineers in 
the trade and also on many of the other workers, whose normally 
low wages compared, very unfavourably with the far higher 
standard of pay in the engineering trades. The trade was 
certainly by this time depleted of many essential men, whose 
loss hampered production, and was in general short of suitable 
labour, while within the trade itself the higher wages which 
firms on civiliam work were able to offer were a constant factor 
in reducing still further the workers in the employment of 
Government contractors. If the delivery of army goods 
was not to suffer through shortage of labour, it was necessary 
to review the whole position from the different and some- 
times conflicting points of view of the contracts and ^the 
recruiting departments of the War OflSce itself, of the 
employers and of the trade unions concerned; for all w«re 
interested parties and all possessed special aiid peculiar know- 
lelife, wifehodt which it was impossible to form a right judgment 
either on general questions or on mdividual cases. In rurder, 
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therefore, to ensure csomplete co-operation between all the 
interests, joint industrial advisory committees on man-power and 
prodi|ction, consisting of representatives of the recruiting and th^ 
contracts departments, of the employers and the trade unions^ 
were set up in the woollen and worsted trades of the West Riding, 
in the flannel trade, the Midlands hosiery trade, and the Scottish 
woollen and hosiery trade. These committees, after reviewing 
the whole position in the light of the need both for men and 
for production, laid down certain principles of action, and advised 
the military representatives of the tribunals, or the tribunals 
themselves, with regard to the applications for exemption for 
individual men in accordance with these general principles and 
with their special knowledge of the particular circumstances. 
These committees, whose influence is based entirely on the good- 
will and co-operation of all parties, have been most successful, 
and may be considered to have paved the way for the co-opera- 
tion on a larger scale between the. State, the employers, and 
the employed. 

The problem of securing that all firms able to undertake 
Groveri^ent orders should take their fair share of the work on 
the costings basis was also solved by voluntary agreement. It 
has already been mentioned that those firms who were used to 
making army clothes had a considerably lower cost of production 
than those who were new to the work; further, some districts 
accustomed to the manufacture of similar cloth were able to 
produce more cheaply than others, whose machines could indeed 
make the goods required, but who were accustomed to a different 
standard of work. In other words, the actual “conversion cost,” 
as ascertained in the approved manner by accountants, varied 
considerably from firm to firm and from district to district. It 
was obvious that when once the demand for army goods began 
to slacken, the need for economy would be a strong incentive to 
the Government to terminate first those contracts based on a 
high conversion cost. This fear created a reluctance to accept 
army contracts, both on the part ot firms who could only make 
the goods after re-arranging their mill with a resulting high con- 
version cost and who wished to be sure of a prolonged run of 
contracts to compensate for the changes made, and also on the 
part of those who were able to produce the goods cheaply, but 
wished to be released from army orders as soon as possible in 
order to resume their normal trade- To meet these difficulties 
firms were grouped in districts corresponding roughly to the pre- 
vailing methods of production ; equitable conversion costs for 
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ea<^ district were agreed upon with representatives of the local 
msoiufaoturers,' and an undertaking was given that when the timf ' 
arrived io reduce or terminate Government contracts the change 
should operate over all districts in pro^rtion to the contracts 
which they held. 

The intimate local knowledge of the group representatives 
was also extremely valuable in advising the department with 
regard to their area as to the best means of obtaining the highest 
and most economical production and of distributing to the best 
advantage the Government contracts assigned to them by the 
Central (Allocation of Contracts) Advisory Committee, which is 
composed of the chairmen of the local groups. In the event of 
a temporary breakdown in the deliveries of one member of a 
■group, owing to a fire or some other cause, the other members 
are expected to do their best to make up the deficiency. As a 
result of <the willing and invaluable assistance obtained from 
manufacturers by means of this system, it has been possible to 
place Government contracts over a much larger area than before 
and to secure the very large output which is now required. 

Efforts were also made to stimulate production for export 
trade, the value of which constitutes as much as 11 per cent, 
of the total value of our manufactured exports, and which was 
therefore of great importance in maintaining the rate of exchange, 
particularly with the United States. An export priority scheme 
was devised, by means of which woollen goods destined for export 
were to receive from manufacturers a priority second only to 
that of Government contracts. However, before the scheme 
was able to come into effective operation, two events occurred 
which changed the whole situation. The declaration of un- 
restricted submarine warfare made it imperative to husband with 
the greatest care a raw material which is not only essential for 
carrying on the war, but is bulky and produced mainly on the 
opposite side of the globe, while the resulting entry into the war 
of the United States caused the uigency of the export problem 
largely to disappear. In consequence, the export priority scheme 
and the machinery set up to carry it into effect became trans- 
formed into a rationing scheme, with the object of restricting 
the consumption of wool to a safe quantity and of distributing 
tiie available supplies in a fair and judicious manner. 

The advice and c^peration of the trade was obtained fi»t 
by means of committees (Elected from an advkory panel, mid 
throi^h the Central Wool Advismy Committ^ whidr <k>b- 
xcjsesentatives of all sections isi tire trade, from &e wool 
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merchants who import the raw material to the woollen merchants 
who export the finished cloth, and included all branches of wqoI- 
nsing manufacture. 

After full discussion in the light of all available information, 
it was decided to effect a reduction in the wool used by two 
methods concurrently, namely, a reduction in the hours worked 
and a restriction in the amount of wool or tops allowed to be 
taken into consumption. By an Army Council Order issued on 
May 24th, 1917, working hours in weaving and worsted spinning 
were reduced from the beginning of June to forty-five hours per 
week in place of the normal fifty-five and a half hours, or to a lower 
figure in cases where less than the normal hours had been worked 
on the average during March, 1917 , and a proportionate reduction 
of hours was arranged for woollen spinning ; later, after a census 
of wool stocks had been taken, the working week was altered 
from September 1st to fifty hours or the equivalent in all sec- 
tions of the industry. There were several reasons for adopting 
the plan of short time in preference to the alternative method of 
stopping, altogether an equivalent proportion of machinery, as 
in the cotton trade. It was in accordance with the usual prac- 
tice of the trade ; it effected an economy in running expenses, 
such as heating and lighting ; it prevented any disturbance in the 
balance of machinery in the mill, and, most cogent of all, it 
avoided labour difficulties, for a substantial increatse of wages 
happened to odincide in time with the shortening of the hours, 
thus obviatingflk diminution of the actual money earned. The 
closing down of machinery would necessarily cause the unemploy- 
ment of a considerable number of operatives, ihainly women and 
young persons, for whom there was not sufficient work in the 
districts where they lived; while comparatively few men would 
be released, since most of them were employed in positions of 
responsibility from which they could not be spared so long as the 
mill was running at all. At the same time there are several 
obvious reasons against this method. The idleness of soipe of 
the machinery would undoubtedly set free additional''men, such as 
mule-spinners, for the army ; further, it would enable the labour 
which was rendered superfluous to be absorbed into other essen- 
tial work and would thus prevent the enormous waste of labour 
power involved in the loss of ten workin||^ours weekly by about 
800,000 persons. This time, which' is roughly equivalent to the 
normal working hours of 54,000 persons each week, cannot be 
considered an unimportant consideration at a time when all 
resources must be husbanded to the utmost and when man-power 
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is one of iiiie decisive factors in the struggle. A further objection c 
to the reduction of working hours as a means of economising wool- 
consummation is to be found in the fact that in many processes 
a diminution in the number of hours worked by no means results 
in a corresponding diminution of output ; this is particularly 
noticeable in the case of piece-workers, who wish to maintain 
their earnings and are able to work during the shorter period at 
somewhat higher pressure. Little information showing to what 
extent output is afiected by short time has been collect^, 
although many firms have gained very interesting experiences 
bearing on this question which will no doubt bear fruit in a more 
economical organisation of their work. One result of the 
shortening of hours was at once felt by the Contracts Department 
itself in the difficulty of maintaining the full quantity of cloth 
due for delivery each week. The spreading of contracts had 
already made unnecessary much of the overtime by means of 
which alone adequate supplies were produced in the early days, 
but it could not be carried much further, and in the case of some 
articles, such as blankets, all the machinery which could" be used 
for Government work was already fully employed; in conse- 
quence a reduction of hours could only result in these cases in a 
dangerous reduction of output. It was therefore necessary in 
particular instances to grant permits to exceed the reduced hours, 
with the result that complete equality of treatment between 
firm and firm could not be maintained. 

In hosiery manufacture a different principle was adopted, and 
the consumption of yarn for purposes other than Government 
contracts was reduced to a quantity 70 per cent, or less of the 
average consumption for civil purposes during J anuary, February, 
and March, 1917. 

The other method of reducing wool consumption adopted 
concurrently ^ith the shortening of hours was more complicated 
in operation, but if satisfactorily carried out, more successful in 
its results. After careful consideration of available stocks, past 
consumption", future Government requirements, and expected 
supplies, the quantity of clean scoured wool which might be 
consumed by each firm for civilian phrposes during the rationing 
period was determined. Committees possessing the confidence of 
the trade were established in each area as District Kationing Com- 
mittees and sent representatives to a Joint Eationing Committee 
V wM^ task)it was to distribute the total quantity available tor civil 
consumption equitably between the districts.* All firms wishing 
to consume wool or tops during the period bad to apply to their 
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District Committee for a rationing certificate and to give par- 
ticulars of their requirements of wool an(f tops, their stocks, their 
running machinery, their consumption in 1916, and their Govern- 
ment contracts, as required by the application form. All appli- 
cations wei>e carefully scrutinised by a committee of experts in 
the light of all the information available, and in each case a 
‘‘permissible’* amount was fixed in accordance with a definite 
formula. The sum of these “permissible” amounts was com- 
pared with the total available for civil consumption in the area, 
and a “dividend ” was declared by a simple sum in division. The 
“dividend” was then calculated for each firm on the basis of 
its “ permissible ” amount, and no firm was allowed to put into 
work during the rationing period more wool or tops than the 
quantity stated on its rationing certificate. The amount of yarn 
which it was calculated would be spun from the ration of wool 
and tops was distributed among manufacturers by a similar 
method and on the same principle. It must be noted that this 
ration must not be exceeded, even if the firm possesses, and has 
on its premises, stocks exceeding its allowance. On the other 
hand a firm may, purchase supplies for the whole or any part 
of it^ ration if its own stocks are insufl&cient or unsuitable in 
quality. Obviously the weak spot of this scheme, which is water- 
tight in theory, is the difficulty of its enforcement, especially in 
the case of firms holding large private stocks. During the first 
rationing period, from June 1st to August 31st, 1917, this diffi- 
culty was increased by the fact that no legal control was exercised 
over consumption until June 11th, in the case of cross-bred, and 
July 2nd, in the case of merino. Moreover, it was assumed by 
the spinners and manufacturers that no further restriction of 
consumption was required beyond that effected by short time, 
and that in consequence the civil ration, together with the sup- 
plies allotted for Government contracts, would be sufficient to 
keep all machinery running as usual for forty-five hours a week. 
Unfortunately, too, the scheme came into force before the 
arrangements for putting it into practical operation were com- 
pleted, with the result that the rationing certificates informing 
the trade of the amount of wool, tops, and yarn which they were 
allowed to put into work were only issued two or three weeks 
after the beginning of the period to which they applied. Some 
firms fearing the coming restrictions put as much wool as pos- 
sible through their machines while they were still free to do so, and 
then found that they had used up all, or almost all, their ration 
for the next -months. When, therefore, the allotment became 
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laiown, ,it Vas anticipated t^t much machinery would be rei^*^ ‘ 
dered idle. ^ grdat outcry was raised and doubts were expressed 
as to whether the official statistics on which these drastic steps 
were based really justified so large a curtailment of consumption. 
It is easy to understand the discontent which these severe restri^ 
tions created, particularly as it was not possible to make public 
all the reasons which necessitated this action. The trade saw 
large stocks of wool lying in mills, warehouses, and docks, 
and did not yet sufficiently realise the serious effect which the 
depletion of merchant shipping would have in the coming months 
on wool imports. Much angry comment took place both on the 
Bradford Exchange and in the local Press, and, in order to clear 
the air and to give an opportunity for an interchange of views, 
Mr. H. W. Eorster, the Pinancial Secretary of the War Office, 
addressed representatives of the employers and of the workpeople 
at two meetings held for the purpose in Bradford towards the 
end of June. It was clear that th^ time had now arrived for 
entrusting to the industry itself the responsibility for adjusting 
many of the technical questions which were raised both by the 
size of the Government requirements and by the shortage of 
wool supplies, a responsibility which the trade were indeed 
anxious to assume. At the same time a reorganisation was neces- 
sary within the rapidly expanding department itself. All the 
arrangements ,for the purchase and transport of wool and the 
making of tops were centralised in London in the hands of the 
Controller of Wool Supplies and under the immediate supervision 
of the Director of Kaw Materials, since it was obviously impos- 
sible for the War Office to divest itself of the responsibility for 
the large stocks of wool and tops which it owned. The Eaw 
Wool Section was assisted by a Eaw Wool Advisory Committee, 
which took over some of the functions of the Central Wool 
Advisory Committee, and contained representatives of all the 
interests concerned with the. importation and handling of wool 
up to and including the stage of top-making. The coetroversy 
over the statistical position was laid by giving full opportunity 
for its investigation and by the appointment of a permanent 
Wool Statistical Committee containing representatives of the 
trade. The investigations and discussions showed that no wide 
difference existed between the estimates made within and 
without the department. The discrepancies on which so many 
,• a^|c^ on the department had been based- were found to 
resflve themselves into a ^ernnee <rf opinion as to the yield <rf 
the different qualities of wool whic|i made up the stocks in th6 
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country, a subject on which complete agreement cannot be ex- 
pected. Steps are now being taken to ascertain, by careful 
testa, the actual yield 61 wool which is being imported, and the 
controversy has thus led to experiments which will result in far* 
more accurate knowledge of this important subject, and will be 
of permanent value to the trade. Up to date, however, satis- 
factory results have not been obtained. 

At the same time additional powers were delegated to the 
War Department Cloth Office, in Bradford, which had been 
making arrangements for the placing of contracts during the 
past year, and whose head became the Director of Wool Textile 
Production, with an independent Department responsible for the 
supply of all cloth and hosiery required by the British and Allied 
Governments. In addition to providing for the military and 
naval needs of the British and Allied Governments, it also pro- 
vides the wool textiles requirements of all other Government de- 
partments and over 2,000 public services, such as the railways and 
corporations, Egypt, India, and the Crown Colonies. A Board of 
Control of Wool Textile Production was set up to control the 
civihan production of the trade and to assist the Director of Wool 
Textile Production in his work. The composition of the Board of 
Control is extremely interesting as an experiment in industrial 
democracy; for it represents an equal partnership between the 
State, the employers, and the workpeople. The chairman is the 
Director of Wool Textile Production, and the ten other official 
members are heads of branches in the department, including 
representatives of the Raw Wool Department, so as to secure 
co-ordination between the raw wool and the production branches. 
The most important employers’ associations were invited to elect 
representatives, distributed as follows : three worsted spinners, 
three manufacturers representing the West Riding, and one of 
the West of England and Scotland respectively, one representa- 
tive each from the carpet and felt, the hosiery, and the shoddy 
trades; the National Association of Trade Unions in the textile 
trades chose eleven members to represent the whole Association. 
The Board of Control thus commands the confidence of the whole 
trade, and its recommendations are recognised and accepted as 
necessary. 

The first subject to which the Board of Control turned its 
attention was the ihgent question pf the rationing scheme. A 
ccHumittee was appointed to consider the whole subject in the 
light of past experienoe and to draft a scheme acceptable to all 
the interests concerned. After considerable discussion and 
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n^ptiat|0in^it agreed in recompaendingiihe continuance of ration**! 
mg cerMficates for wool, tjops, and yarn, and the method of 
allocating the rations already described.* At the same time it 
devised a system of monthly returns of yarns delivered during 
the previous months to be furnished by manufacturers through 
spinners to the department, in order to ensure that each indi- 
vidual manufacturer who buys all or part of his yams obtains 
his fair share of the yarn made from wool or tops allocated to 
spinners. Priority in supplies for any particular class of civil 
trade was abolished, as well as the key certificates given by cloth 
merchants to manufacturers. Thus all trace of the original idea 
of export priority disappeared. A special procedure was also 
elaborated for bringing into the scheme yarn merchants both 
in the export and home trade. 

The control of so large a quantity of raw wool has naturally 
placed upon the British Government the responsibility for 
securing an equitable distribution of wool, tops, yam, etc., not 
only to her own manufacturers, but also to her Allies. It was 
natural to use for this purpose the Commission Internationale de 
Eavitaillement, an organisation set up to enable each Allied 
Government to obtain without competition from the others the 
supplies of manufactured goods it needed from the United King- 
dom. A regular procedure has grown up governing the wool 
distribution, as one Allied countiy after another has come to 
realise the military importance of this essential raw material and 
taken steps to control its use in its own country. An estimate 
of requirements for six months or a year ahead is obtained from 
each Ally using raw wool or its semi-manufactured products, the 
needs for civil and military purposes being distinguished, and 
arrangements are made for satisfying the demands as far as 
supplies permit. Military requirements are, of course, given 
precedence in the same way as they are for Government, con- 
tractors in the United Kingdom, while their civil needs have to 
be curtailed to the same extent as those of British manufacturers. 
In addition to the advantages of a “reasoned distribution of, 
instead of a scramble for, wool, this procedure has also enabled 
the Allies to tighten up the blockade so far as wool is concerned, 
eince the South African and South American markets, which now 
remain the only source of free wool, are almost entirely dominated 
by the United States. Neufaral countries are therefore mainly de- 
pe^ent on the British Empire for wool supplies, - and it is posable 
torj^otiate with them for a fixed ration not <mly of raw wool, but 
d Ibops,. noils, yams, wpte, et^., which m only sanctioned in 
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consideration of favourable reciprocal, tr^itment. The War Trade 
Department issues the export licences for -all wool supplies, after 
reconunendation by the Commission Internationale de Eavitaille- 
ment with regard to requirements of the Allies and after consulta- 
tion with theEaw Wool and the Wool Textiles Production Depart- 
ments as to available supplies, with the Foreign OflSce as to the 
different destinations and the Treasury as to finance. When the 
ration to be exported to each country has been decided after con- 
sultation with all the departments concerned, it is handed over 
to the Trade Committees of the Board of Control to allocate the 
quantity fairly between the individual exportmg firms, who have 
to furnish monthly returns in order that control may be exercised 
over them in the same way as over other users. 

It will thus be seen that when the problem of rationing sup- 
plies was thrown on to the trade, it found itself obliged to continue 
a control as stringent as that exercised solely by the department, 
and, indeed, that it went further, in requiring further returns to 
ensure that it was carried out. The necessity of withholding 
information from the enemy prevented the publication of figures 
which would have -helped the trade to realise earlier the serious- 
ness of the position. But the increasing shipping losses and the 
decreasing arrivals of wool is proving an irresistible argument in 
favour of the measures which had been taken by t*he department 
before the shortage became apparent to the outside public. 

The Board of Control also considered at an early stage pro- 
posals for preventing a further rise in the cost of woollen clothing 
for civilian wear. It was decided to try the experiment of putting 
on the market at fixed prices in competition w«th “free” goods 
a range of serviceable cloths made up into suits for men and 
boys, produced and distributed through the normal trade chan- 
nels on the “conversion cost” system. The public would thus 
have the opportunity of obtaining clothing of a sound quality at 
a reasonable price, and would also have a standard with which 
to compare the charges for other clothing made without restric- 
tions. Arrangements have also been made for the supply of 
standard flannel, hosiery, and blankets on the same system. It 
is expected that the existence of fixed prices fpr these standard 
articles will keep other similar goods at approximately the same 
price level. 

Another interesting development- of system of conversion 
costs is seen in the scheme for the supply of officers’ cloths. Up 
till recently these cloths were produced and sold in the same way 
* ordinary civilian requirements, with the result that the prices 
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had ^omieusly increased, while the quality was no longer mai|i/ 
tained. In consultation with the cloth manufacturers, the 
woollm merchants, and the tailors, arrangements have been made 
lor the manufacture and distribution on a commission basis of 
special cloths to be sold to officers at fixed prices, according Jjo 
quality, and it is estimated that the cost has been reduced in this 
way by about 30s. per uniform. 

There remain two other classes of wool products used as 
raw material in the wool textile trade, both of which are in- 
fluenced by Government action, but in different ways. The wool 
waste produced in the course of manufacture was controlled by 
an Army Council Order in the summer of 1917 ; a census of all 
stocks was taken, and after July Slst, 1917, no sales might take 
place except at fixed prices and under a permit from the depart- 
ment, contracts made before the date of the Order being exempted 
for a period of five months. Thus, at the end of 1917, rags, and 
the shoddy made out of them, lemained the only uncontrolled 
raw materiarof the wool textile trade, although here also the 
department is able to exercise considerable influence through the 
large supplies of shoddy, of which it is itself the owner, and 
which it is estimated amounts to about one-third of all the 
shoddy produced in the United Kingdom. By means of a careful 
salvage system, old uniforms, hosiery articles, etc., are collected 
from all the theatres of war and sent to the Government Bag 
Depot at Dewsbury, where they are torn up into shoddy and 
issued to contractors for making army cloths, for which it is 
particularly suitable. The problem of rags and shoddy has still, 
however, to be solved. 

We have completed our survey ; we have watched the effects 
of the war as it has gripped in turn each branch and each firm 
in the wool trade, forcing all, as they struggle to live amid the 
ever-changing., and unprecedented turmoil, to ask themselves, 
individually and collectively, as an elementary condition of their 
existence, what service they are rendering to the national life, 
and when the answer to this question has been found, to organise 
themselves so as to perform this service in the best possible way. 
The services required from the iiidustry for the support of the 
national life in general, and of the war in particular, have been 
easy to recognise, although the individual members have not all 
^nflered an equal con^bution towards their performance. The 
best method of achieving the desired results has been found to 
be co-ordination and co-operation : co-crdiiiation imposed at first 
by the pressure of external circpi^stances mi later recognised as 
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necessary and enveloped by voluntary agreement; co-operation 
suggested at first by the need for combined action and later 
embodied in permanent forms and applied to a growing range 
of objects. Thus the wool textile trade has moved along in the 
same direction as other trades, and has gained experiences en- 
abling it to* take a leading part in the various experiments in 
industrial organisation which are being made. The joint part- 
nership of State, employers, and workers in the Board of Control 
has already been described. Active minds are looking beyond the 
needs of the moment to a time when military demands will abate, 
and the successful resumption of civil trade will require the joint 
energies and devotion of all those engaged in the industry. 

Dorothy M. Zimmebn 



THE INCOME TAX ON WAGES BY QUAETBELY 
ASSESSMENT. 


Thb “period of the war” has witnessed many experiments in 
national finance of vital importance in the present, and of grave 
significance for the future. By legislative enactment and adminis- 
trative action many proposals, formerly highly controversial, have 
been put into actual operation swiftly, and with surprisingly little 
comment. National necessity has proved an efficient lubricant 
for novel fotms of State action. 

There are few actions of a Government which are capable of 
arousing more acute opposition than the levying of taxes which, 
in their incidence, are considered to be unjust. The Finance 
(No. 2) Act of 1915 lowered the limit of taxable income from 
jG 160 to £130. The Act was passed without serious opposition, 
although it is estimated that the measure has affected some two 
million persons who had previously been exempt. This Act, like 
the National Eegistration Act and others passed during the war 
period, provides another example of the great difference between 
what the people think the Governmnt is doing and what the 
Government knows it is doing, and vice versA. It was argued 
that the new taxpayers would feel a deeper “sense of respon- 
sibility,” that the payment of 4irect taxes would “stimulate an 
interest in Government affaim,” etc. The actual effect has been 
narrowed ddwn to a particular interest in getting the burden 
removed from the shoulders of the wage-earners at the earliest 
possible moment. This attitude might have been expected, as 
there are many precedents for wishing to remove the burden of 
taxation. But there are probably few cases, within the last fifty 
years, of new taxation where the feeling of injustice is more 
intense. 

In the Eeport the Commission of Inquiry into Industrial 
;C|u;0st (for ScoUand) the foUown^ appears (par. 18) : “The 
of mtkmeix, earning what they regard as a bare living 
the range of the jncome tax^ is strongly represented 
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as a cause of unrest . . ; and, in the same paragraph ; “This 

is a matter which affects all classes of the community, and to 
make recommendations upon it is scarcely within the scope ql 
this Commission-. At the same time, we feel bound to report 
that the great mass of working men having been, for the first 
tiine, brought under the income tax is undoubtedly amongst the 
causes of industrial unrest.” Mr. J. J. Mallon, in a Note added 
to the Beport of the same Commission (No. 3 Division, Yorkshire 
and East Midlands Area) , states : “ To satisfy the feeling prevalent 
among the wage-earning classes for more drastic demands on the 
rich, which is usually expressed by the phrase ‘ conscription of 
wealth,’ the income tax should be carefully reviewed and sub- 
stantially increased as regards those incomes which are capable 
of curtailment without any real loss to the amenities of life.” 
One of the Commissioners for the South Wales Area has stated 
to the writers more recently that the lowering of the taxable 
income limit is undoubtedly causing grave unrest in that area, 
but no evidence of this unrest was asked for, or offered to, the 
Commission. 

The writers of this article have been carrying on a series of 
investigations into the effect on the wage-earner of the present 
income tax on wages. Meetings of workers have been attended 
in twenty-three industrial areas of Great Britain, where the ques- 
tion was discussed. The writers have also had opportunities of 
considering the matter in conversation and correspondence with 
wage-earning taxpayers in most centres where the better paid 
workers are employed. One conclusion is certain. The Govern- 
ment has not realised the extent of the unrest nor its nature. 
In the Summary of the Eeports of the Commission little atten- 
tion is paid to this question. In the statement issued by the 
Right Honourable G. N. Barnes from the offices of the War 
Cabinet, and published in the Press on August 27th, no mention 
is made of any proposals to mitigate this cause of unrest. On 
August 26th “the Miners’ Federation of Great Britain waited upon 
the Chancellor of the Exchequer to ask for the extension of the 
exemption from income tax up to jG 160 per annum. . . . Mr. 
Bonar Law made a sympathetic reply, but did not hold out any 
hope of any change. He promised, however, to consider whether 
an allowance of a similar amount should be made for a wife as 
is now made for children.” (Manchester Guardian, August 29th.) 
On October 8th a statement was issued to the Press from the 
Board of Inland Revenue to the effect that Mr. Bonar Law had 
exjHressed his readiness to propose to Parliament, in connection 
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with the Budget, a new wife allowance of £26, Thie is 
where th# IJaatter stands officially at the time of writing thist 
article. tJaofficially it is known that in one industrial area 
some thousands of wage-earners have refused to pay the ta^, 
unless certain concessions are made. 

It is the purpose of this article to show how these conditions 
have arisen and to indicate the nature of desirable concessions 
to be made, failing the impracticability of the restoration of the 
limit of £160. 

The quarterly assessments apply to weekly wage-earners 
employed by way of manual labour in respect of the wages arising 
from that employment, and do not apply to persons employed as 
clerks, typists, draughtsmen, or in any other similar capacity. 
The expression ‘weekly wage-earner’ means a person who 
receives wages which are calculated by reference to the hour, day, 
week, or any period less than a month at whatever intervals the 
wages may be paid, or wh(!^receives wages, however calculated, 
which are paid daily, weekly, or at any less intervals than a 
mon^h.^ 

The Finance (No. 2) Act gives the Commissioners of Inland 
Bevenue powers to regulate the assessment and collection of the 
wage-earners* tax as they think fit. These powers have been 
used in so far as they allow (a) the Surveyor of Taxes to make 
the assessments, and (b) the adoption of so much of the provisions 
relating to Schedule E as may be applied. In the case (a) it will 
be noticed that larger discretionary powers are given to the 
Surveyors of Taxes in fixing the assessments. In the casd» (b) 
these discretionary powers are still further widened by leaving 
the question of allowances to be decided by the Surveyors. UniJer 
Schedule E (Official Salaries) iin allowance is made for “expenses 
wholly, exclusively, and necessarily incurred in the performance 
of the duties of the office or employment.” This idlowance bears 
a much more limited interpretation than the words used would 
suggest, as taxpayers have found who have tried to substantiate 
a claim for, say, travelling expenses. In its relation to the income 
tax on wages. this clause has been the subject of a conference 
between the Parliamentary Committee of the Trade Union Con- 
gress and the Board of Inland Bevenue. The result of the con- 
ference has been issued in the form of a Circular by the Boai*d 
tkf Inland Bevenue, defining more closely allowances which may 
fairly be considered to come under this descriptiim| ^ 
illlnwances (inter alia) for tools, explosives, clothes, and similiu' 
^j|iel^aesj dut-worjdng and Mging money; subsistence and 



1918] INCOME TAX ON WADIES BY QEAB.TERLY ASSESSMENT 33 

travelling expenses. The Surveyors adjudicate on claims made 
for these allowances according to the evidence they are able to 
get firom the wage-earners, the employers, and other sources. 
In the event of any dispute the wage-earner, or the Surveyor,- 
has the right of appeal to the District Commissioners. Only few 
instances of appeals have come to the notice of the writers. The 
|>attle has been fought out between the Surveyor and the wage- 
earner. It is the arbitrary amounts of these allowances which 
have been one of the causes of so much widespread dissatisfac- 
tion. 

One instance, tools, is sufficient to sho\^' the bearing of these 
allowances on this dissatisfaction. The cost of tools varies 
according to the particular trade, the conditions of factory 
or other organisation, the prices ruling locally, the care with 
which the worker uses his tools, etc. The result is that the claims 
are varied according to circumstances. Evidence in the nature 
of receipts for purchases of tools is lacking. It is often the 
case that a claim for a small amount for tools is taken as the 
standard throughout a trade, and claims from all wage-earners 
in that trade are levelled to this figure. The wage-earner explains 
as well as he can, but too often a workman, skilled with his 
hands, is no match for a civil servant, untrained in the technicali- 
ties of industrial operations, but astute in looking after the financial 
resources of his country. Trade Union officials, coming in touch 
with those of their own trade in other districts, find a substantial 
variation in the amounts of the allowances — a variation which 
cannot be explained by differences in local conditions. Some 
branches of Trade Unions have pressed their cases so wisely and 
strongly that they have secured for their members higher rates 
of allowances than are being made in an adjoining district. The 
net result is an industrial question closely allied to the fixing 
of minimum wages rates. Deputations are the order of the day 
in the centres where Trade Unionism is strong and active. In 
one industrial centre 500 men refused to pay taxes until their 
demands had been settled. The individual taxpayer is usually 
left with a sense of injustice because his claim has been reduced 
~*he does not understand why, neither does he understand how 
he might vindicate his rights. The Government has touched him, 
.frightened his wife with its blue, buff, white, and pink forms; 
he had better pay and save further trouble. Thus, unwittingly, 
be creates a precedent for the Surveyor which can be used in 
other cases. The tendency in such cases is for the amount of 
the allowances to be relatively low, and not moderate or high. 
No* 109. — ^voL. xxvra. D 
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As to a<Sfcii^l cost of the tools to the taxpayer, this is only a' 
siptill factor in the assessment. The allowance granted depends 
tndre on advocacy. The same procedure- is adopted with regard 
tb other allowances already mentioned. 

i - Perhaps the greatest variations in practice exist in regard to 
the allowance for clothes. Throughout the areas visited it was 
noticed that the narrowest interpretation had been placed on the 
words “exclusively for the purposes of the employment.’* In most 
instances the cost of overalls had been disallowed. In a selection 
of twenty cases where this expense had been claimed there were 
only two instances where the cost was allowed. In chemical 
works, where the chemicals handled had damaged the clothing of 
the employees so as to make it unwearable, an arbitrary figure 
had been agreed upon between the taxpayer and the Surveyor 
for cost of replacement. The same proceeding applied to cases 
where stokers had claimed for cost of clothing spoiled by hot 
cinders burning trousers and boots. In the case of miners the 
claims for clothes were invariably disallowj^d, presumably because 
it was argued that the clothes worn were old suits brought in 
for the purpose of working clothes. In the instances where ex- 
ceptions to this rule occurred, claims were made for clothes 
spoiled by sulphuric acid leaking from the batteries of electric 
lamps carried by the miners in some collieries; boots spoiled 
through continuous working in water ; and the extraordinary wear 
and tear of clothing when working in abnormal places. The"^ 
leather aprons of blacksmiths and blast furnace men had in many 
instances been allowed. The following are examples of flat-rate 
allowances for the year made to steelworkers : — 


Millmen : 

Twelve aprons a year, at Is. 6d. each. 

Four small shirts, at 4s. each. 

Twelve sweat towels, at 6d. each. 

Four clogs (2s. 9d., tips 4d.), Ss. Id. each. 

Sharers : 

Aprons (sacks), 26 at 8d. each. 

Leathers, 8s. a quarter. 

One straight-edge, at Is. 6d. 

Rules, two a year, at 28. 9d. 

Smelting Shop (Siemen’s Furnace) : 

Fumaoemen (Xet, 2nd, and 8rd hands), j 911 per annum for tools 
and clothes. 

Gasmen, charge wheelers, per annum. 

Teemers, pitmen, Mil per annum. 

^ the/Doncaster cplfery district the following flat-rate allbw- 
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Per Annum. 


* iS 8. d. 

Proportion of Contribution to the Yorkshire Miners* 

Association, for superannuation benefit ... ... 0 2 6 

Permanent Fund (death benefits) 0 8 8 

Took, per man 2 10 0 

• Back boims ••• ••• 10 0 

(Bonus granted retrospectively and covering period 
previous to liability fo»* tax.) 

Checkweigh ^ 14 0 

Pit levies, tips, sharpening picks 3 15 0 


(The tips are those by custom paid to helpers, e.p., in 
getting quick removal of coal from coal face. In 
the Doncaster district the “ Butty ** system is 
in vogue, the stallmen paying day men and the 
employer contracting with the stallmen.) 

in other districts the following are allowed : — 

United Pattern Makers. — 10s. a quarter for depreciation and upkeep of 

took. 

Amalgamated Society of Carpenters and Joiners. — j 64 per annum for 

aprons and tools. 

United Kingdom Society of Coachmakers. — i64 per annum for tools. 

Merthyr Vale Steam Coal District of S. Wales : 

Collier, j 61 a quarter for checkweigh. 

„ .£1 ,, ,, tools. 

Powder (explosive) as per docket (receipt or other certified note). 

Timbemien, repairers, £l a quarter for tools, and explosives as per 
docket. 

Afan Valley : 

Explosives and check weigher, the actual amounte pftiid. 

Tools. — Colliers, repairers, and carpenters, £l a quarter; masons and 
fitters, 10s. a quarter. 

Working in water. — Hauliers and/or riders, £2 a quarter. 

Clothes, boots, etc. — Miners (and others employed about the colliery), 
£1 a quarter. Where naked lights are used, 15s. a quarter. 

These flat-rate allowances have proved the «Qost satisfactory 
to all concerned. They are, however, exceptional, the procedure 
usually being for men to produce worn-out or spoiled clothes to 
the Surveyor and to agree upon the cost of replacement. This 
method cannot but be the cause of great dissatisfaction and un- 
equal treatment. It is also cumbersome and wasteful of time. 

To illustrate some of the difficulties underlying the attempt 
to deal with each case on its merits, the following are some 
allowances which have been claimed and allowed in some districts, 
but not in others : Food of locomotive drivers and stokers, which, 
in rough weather and from accidental causes, gets spoiled on the 
engine; insurance of tools against loss by theft or fire; various 
fines against miners (e,g,, for filling dirt among clean coal, lost 
tokens, for filling trams under weight, etc.) ; the cost of anti- 
septic pastilles used by some chemical workers; tips paid to 
helpers for speeding up deliveries, etc. ; the allowance to railway- 

I) 2 
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men as booking-off bonus for a double trip ; expenditure on trav^ 
ling to work at exceptional times of emergency. 

Under Section 54 of the Income Tax Act of 1853 relief in 
resp^t of the payment of annual premiums for insurance on the 
lives of a taxpayer and/or his wife was granted. It was pro- 
vided that such premiums should not exceed one-sixth of the tax- 
payer’s income. By Section 17 of the Finance Act of 1915 a 
further proviso was made — i.e., “In respect of any premium or 
other payment payable on a policy for securing a capital sum 
on death (whether in conjunction with any other benefit or not) ” 
a person shall not be entitled to deduct from income “more than 
7 per cent, of the actual capital sum assured,” exclusive of any 
additional benefit by way of bonus or otherwise. (Section 37 of 
the Finance Act of 1916 gives relief in respect of war insurance 
premiums and, in respect of these insurance premiums, excludes 
the provisions with regard to the maximum of one-sixth of the 
annual income, and the one-seventh ratio between premium paid 
and capital sum assured. It also provides for the relief “whether 
the premiums are payable annually or not.” The risks covered 
by the “war insurance” premium are those arising from war or 
war service abroad for which an additional amount is payable 
on an existing policy.) The maximum 7 per cent, ratio excludes 
quite 80 per cent, of the premiums paid by wage-earners. The 
insurances usually effected are those on which a weekly or 
monthly sum is payable to secure £10, £20, or £26 at death, or 
on reaching a certain age. The premiums payable usually exceed 
7 per cent, of the capital sum secured. The wage-earner there- 
fore finds bimself at a disadvantage compared with other tax- 
payers who pay annual premiums which bear a lower ratio to 
the amount payable at death. This is a penalty he has to bear 
through conditions over which lie has no control. In fact, his 
effort to provide for a small nest-egg, or the funeral expenses of 
himself or his wife, is for taxation purposes definitely excluded 
from consideration, except where the premium has been increased 
on account of the extra war risk, and then only for so much of 
the additional sum payable. This is undoubtedly an instance of 
unequal class distinction, and shpuld receive early attention by 
the Parliamentary representatives of labour. The payments which 
the wage-earner makes to a Trade Union or Friendly Society 
have been considered, and so much of the contributions as is 
(allocated to de^^b or superannuation benefils is allowed as a 
leduction from taxable income. No restrictions in respect of 
prp|K>rtion8 of inj^me to premium, or pi^mium to benefit,, are 
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made. It can only be assumed that the jy age-eaming tjtxpayer 
was forgotten when the question of insurance relief was discussed 
in the 1916 Budget resolutions. 

Apart from the action of a few Trade Unions, it is in regard 
to the allowances for tools, clothes, trayelling, etc., and relief in 
respect of insurance premiums where the wage-earners consider, 
with some justificalion, that they are receiving arbitrary and 
unequal treatment. 

The Miners’ Federation of Grreat Britain, noticeably active 
and always in the van of progressive Trade Unionism, con- 
sistently pressed for reform in this matter of taxation. At ihe 
conference held in 1916 the question of income tax was discussed 
at some length and the following resolution proposed : “ That 
we press for the repeal of the enactment for the taxation of wages, 
and until that is accomplished the £160 basis of liability should 
be restored, and a considerable extension of the allowance for 
children to other dependants. . . .” In the course of the dis- 
cussion the main opposition arose out of the desire of the con- 
ference not to tie itself down to the £160 limit. The matter 
was remitted to the Executive Committee “as being too large a 
question on which to formulate a policy,” The importance of 
the resolution is shown in the discussion and its sequel. The 
arguments brought forward included the injustice of taxation which 
is' passed over from the capitalist to the worker ; the anomaly of 
the children allowance, which did not (at that date) include an 
adopted child ; and the inequality of sacrifice (instanced by the 
margin of income over expenditure, the increased cost of living, 
the need for the conscription of wealth, and extension of Excess 
Profits Duty so as to cover all excess profits). 'One resolution 
included the following words : “If the Government do not with- 
draw it” (the income tax on the working classes) “the Federa- 
tion to consider the advisability of taking industrial action to force 
the same.” The sequel has proved that weight is attached by the 
Government to the action of the Federation. In the Budget 
following this conference the adopted children allowance was 
agreed to. At the meeting with the Chancellor of the Exchequer, 
already mentioned, the allowance to dependants other than 
children is foreshadowed. Still, the agitation goes .on. Individual 
members of the Federation refuse to work when they believe they 
are getting near the income limit which would make them liable 
for tax ; and this resistance occurs in spite of the fines they incur 
for absence from work. At the Trade Union Congress at Black- 
pool resolutions to the same effect were brought forward by the 
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MilUKir' E^erafeiott and carried by the Ctaigress. It may 
noised (in the Press extract quoted earliei^ that the main arpir 
ment put forward at, the conference with Mr. Bonar Law was 
that “the purchasing value of the sovereign had been reduced 
ter lls. 4d.” Later reports state that at a delegate conference 
of the South Wales miners held at Cardiff to consider the Chan- 
cellcff of the Exchequer’s concession on income tax a resolution 
was passed in favour of the total abolition of taxes on wages. 
This may be taken as an index of the attitude of the Federation 
generally on the proposed concession. 

It will be seen that the question of reform resolves itself into 
two sections, first, the proposal on the part of the Miners’ Federa- 
tion that the present limit be raised to £160, which, it argues, 
is the subsistence limit under present conditions ; and, second, 
the line of Government action which refuses to raise the limit, 
but grants concessions so that individual taxpayers will escape 
payment of the tax according to those circumstances which the 
Government considers worthy of recognition in this connection. 

Both propositions may be supported by all the recognised 
canons of taxation, but the instance given by the miners would 
suggest that their case is based on “taxation in proportion to 
revenue or ability to pay.” The question of “ability to pay ” and 
the subsistence limit cannot be discussed effectively without 
considering circumstances outside the scope of this article. For 
instance, the present index number (September, 1917) of the 
Economist is 257.1, showing a pre-war purchasing value (for food 
and clothes) of less than 8s., as compared with the present pur- 
chasing value of £1. * 

The intention of the Government has evidently been to make 
concessions by enlarging the scope of the deductions from taxable 
income, and thus to arrive, by stages, at a patched-up system of 
taxing the working classes, owing to the exceptional demands of 
war expenditure. This work of patching up an emergency 
Finance Act will, in the opinion of the writers, hp more likely 
io allay the causes of unrest in this matter if the following reforms 
are effected : — 

1. The Establishment of generous Flat-rdte Allowances for 
Clothes, Tools, etc . — ^The p’esent system is arbitrary and unequal 
uxits results. Each district (for income-tax purposes) could arrange 
flat' rates with local branches of Trade Unions representing the 
various mdustri® in that district. Failing Tj^iifle Union or dher 
^awised r^esentation of the workers, each industrial concern 
oOQld appoint a r^res^tative according to &e trade, or section 
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of a trade, clakning the allowance, A minimum representation 
of, say, ten workers might with advantage be arranged. The flat 
rate could then be determined by deputation to the Surveyor of 
Taxes, or, failing an agreement being reached, by the District 
Commissioners. The rates agreed upon should be in force for a 
period not exceeding twelve months from the date of their adop- 
tion, or subject to revision at three months* notice by either side. 

2. The Go-option by the District Commmioners of Persons 
who understand the Trades of a Particular District . — The Finance 
Act (No. 2) of 1915, Section 28, Sub-set^ion 6, provides for this> 
representation, if the powers given are exercised so as to co-^opt 
those persons who could give skilled advice on the requirements of 
particular trades in respect of clothes, tools, etc. The machinery 
is already provided by the Act. It is desirable in practice that 
every facility should be given for fixing flat-rate allowances on a 
just basis, and this can be better ensured if one or more of the 
Commissioners know the trade conditions from experience. 

3. The Removal, for the Purposes of the Wage-earner's Tax, 
of the 7 per cent. Ratio in respect of Insurance Premiums . — The 
raising of the percentage only would involve complications which 
might still exclude from the relief those wage-earners who had 
insured at an advanced age. The restriction to “annual 
premiums’* should also be removed for purposes of* this tax. 

4. The Simplification of the Work of Assessment by making 
Annual Assessments instead of Quarterly . — The quarterly assess- 
ments provide employers and tax officials with a great deal of 
work which might be avoided. At the present time the employer 
is bound to submit four times within one year the names and 
addresses of all employees earning £32 10s. and over per quarter. 
The work of sending out notices of assessment, returns by em- 
ployers, appeals, notices for payment, etc., is quadrupled. The 
choice of weekly payments or quarterly payments is already given. 
This choice might with advantage be extended to monthly or 
annual payments. Many rating authorities adopt the method of 
annual assessments and periodical payments without losing byt^ 
the system. The wage-earner is troubled with income-tax forms 
four times a year, where other taxpayers in the ordinary course 
deal with them once a year. No imagination is required to realise 
the effect of having to consider the complications of income-tax 
assessment four times a year. This method of quarterly assess- 
ment is further complicated by the fact that in the caee of “un- 
earned income ” the wage-earner receives his notice of assessment 
annually. One instance may be quoted here. A taxpayer received 
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twenty-five communications from the tax authorities within one^ 
year. This is an average of about one each fortnight. He paid 
over to the nation’s revenue the sum of 17s. 6d. He had two 
interviews with the Assistant Surveyor of Taxes and wrote five 
letters. Another instance might be quoted of the complications 
of the quarterly assessments. A. taxpayer who is exempt in one 
iquarter can carry over any difference to the next quarter, so that 
finally he will not pay more than his legal liability for the year. 
A yearly assessment would be able to include income from all 
sources. The present system must result in loss to the revenue 
in many cases, and wasted effort on the part of Government 
servants in most cases. 

6. The Extension of the Allowance for Children so as to 
include other Dependants . — The Chancellor of the Exchequer has 
pronaised to' grant an allowance from income of £25 for a wife 
of a taxpayer. This leaves the bachelor who is supporting his 
mother or other relations without that relief. Great Britain, one 
among a minority of European nations, does not recognise in 
taxation matters the expenditure of a taxpayer towards the sup- 
port of indigent relations. Austria, Saxony, Bavaria, Wurtem- 
Jberg, Norway, all include within the deductions from taxable 
income an allowance for indigent relations. This expense is one 
of the outstanding features of the wage-earner’s budget. His 
home has ties and affections deeper than those of any other class 
in the matter of support to relations. His financial resources in 
innumerable cases bear the cost of maintaining at least one rela- 
tion, whether the wage-earner is married or single. The position 
of the wage-earner in this respect has caused some bitter criticism 
of the tax. 

The National Union of Women’s Suffrage Societies advocates 
personal assessment on a wife’s income. At present this income 
is included vrith the husband’s (except where the wife is separately 
employed) with the result that a bachelor and spinster pay a total 
tax of about one-third the amount they would have to pay if 
fii&rried. 

6. The Apportionment of the Children Allowance, according, 
to Date of Birth . — At present no allowance is meide for the year 
of assessment for a child bom within that year. This means that 
a taxpayer cannot claim the allowance for, say, 1917-18 if the 
child is bom on April 7th, 1917, but if the child is bom on 
Aj*ril 4th, 1917, the allowance can be secured. |!t would-be more 
eatable if the allowance were apportioned according to the 
m<mth in which the child is born; thus an allowance of ten- 
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twelfths of £25 could be made for a child bom in May. This 
more equitable apportionment should not be difficult to arrange, 
as the date of payment of tax is late in each income-tax year. 

7. The Exclusion from Taxable Income of Bonuses and other 
Extra Payment for Increased Output . — The inclusion of these 
items may, il the present unrest is continued, cause s^ious loss 
of production. Numerous instances of passive resistance have, 
occurred where workmen do not work extra shifts, or do not 
increase output, because they know that it would bring them 
over the income limit for taxation purposes. The basis for wages 
assessment should be the standard wage. 

8. A sufficiently wide Margin before Earned Income makes 
the Wage-earner Liable also on Unearned Income . — The unearned 
income of the wage-earning taxpayer is usually the result of 
thrift, and represents the savings of himself or his wife. The 
fact that his earned income brings him in touch with the tax 
authorities makes him disclose this unearned income. The taxa- 
tion of this unearned income is resented, and a suitable limit of, 
say, £25 per annum unearned income should be fixed, so that 
the wage-earner would not be taxed on this part of his income 
unless it exceeded that figure. 

The carrying out of the foregoing suggestions would remove 
some of the anomalies of the present position and make the tax 
more equal in its incidence. The wage-earning taxpayer is 
bearing a heavy burden in the amount of indirect and direct 
taxation paid. The administration of the income tax on wages 
requires care to see that it is carried out in direct relation to the 
conditions of the taxpayers concerned. The easing of the burden 
where it falls too hardly would mitigate some ’of the injustices 
of the present system. 

The cost of collection, in its relation to the amount collected, 
is evidently satisfactory to the Government, although no figures 
are available. A considerable amount of income, apart from 
wages income, has been brought under the incidence of the tax, 
and the increases in wages have greatly increased its scope ai^ 
the amount produced. 

Whatever the social or political consequences of the new 
application of income tax may be, it is quite certain that several 
economic and politico-economic consequences merit serious con- 
sideration. Some of these have substantiated economic theories 
previously established, others have necessitated considerable 
revision of former theories. Although direct taxation is more 
qquitable and democratic than indirect, it is more productive ot 
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irnt^tioi^ apd nnwiUipgness to pay on the part of the taxpayer, | 
than is indirect taxation. The latter is much heavier in amount^ 
relatively, but is concealed in burden by inclusion in the prices 
of taxed commodities. The payment of a few shillings directly 
for income tax is nursed as a personal grievance, especially as 
an addition to indirect taxes, and as a peremptory demand for 
cash out of wages, followed oftentimes by a tax on tmearned 
iS^me from savings invested. 

The relation of direct to indirect taxation must be reviewed 
in the light of experience of the assessment upon wage-earners. 
The direct taxation on wages is resented the more as it is a 
supplement to the tax on commodities. 

The assessment of income tax up to the present has been, 
levied by almost purely administrative method. The assessment 
of income tax on wages has introduced a more democratic 
element, for in some coalfields committees have been appointed^ 
to represent the men and to determine questions of allowances, 
etc. Sub-collectors to assist in collection have been appointed 
by ballot, and in practice have advised as regards assessment as 
^-^ell as collection. It is impossible to assess income tax on the 
wage-earner smoothly without basing it upon some representa- 
tive system. 

It is as regards these latter features that the tax" on wages 
needs consideration. It is open to argument. whether the net gain 
to the State is worth while, for allowance must be made for the 
heavy expenses of the new machinery for assessment and collec- 
’ tion, the loss of production, incentive to saving, and irritation 
queering the pitch for future development of the more democratic 
forms of direct taxation. > 

G. E. Caeteb 

H. W. Houghton 



CUEEENCY AND GOLD NOW AND AFTEE THE WAK. 


In all the principal countries of the world there has been a big 
rise during the war in the currency price of goods ; in other words, 
there has been a world-wide general depreciation of the currency 
units. 

Another fejatureof the war period has been the almost universal 
suspension of the convertibility of paper currencies into gold. In 
some countries, as, for example, in Germany, conversion has been 
suspended by law ; in England it has not been suspended by law 
but only by consent. We, therefore, naturally ask whether, in 
those countries where suspension has taken place, there is any 
specific depreciation of the currencies in terms of gold. In Eussia, 
in Italy, and elsewhere specific depreciation has been definitely 
admitted by the Government, amd a premium on gold has been 
fixed and authorised. In England specific depreciation is not 
admitted, but, nevertheless, it may exist, and it is necessary to 
examine our position closely. 

Treasury Notes are, practically speaking, inconvertible. It is 
true that in certain circumstances you can convert the Notes into 
gold coin at the Bank of England at par, but you cannot melt the 
coin you obtain, or export it, or sell it within the country for more 
than its par value in Notes, and those people, in particular 
jewellers, who do want gold for other than hoarding and currency 
purposes, are paying, I am told, as much as £6 an ounce, a j^e- 
mium of over 50 per cent., for such gold as they can legally pur- 
chase for use in the arts and industry. But the existence of the 
premium on this gold does not prove specific depreciation of the 
currency, any more than the absence of a jffemium on British 
gold coin disjnroves it. There is no real market in gold. 

Can we draw any conclusions from the state of the Formgn 
Exchanges? 

Some of the exchanges are very much below the low gold point, 
but it may be argued that England, the^ debtor country, could 
easily bring back the exchanges to parity by exporting goods, 
l^ld, securities, or promises to pay, if political and military reasons 
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did not prevent her from sending them, or the creditor countries i;’ 
from accepting them. We maintained the American exchange 
for many months at the low gold point, even when America was 
only a neutral, and it is not unreasonable to suggest that what we 
were able to do in the case of the American exchange we are fully 
capable of doing in the case of the less important exchanges. I 
certainly think that in the present circumstances the discoui^^ on 
some of the foreign exchanges is no conclusive evidence of specific 
depreciation of our currency, and in this connection I may perhaps 
remark that Dr. Cassel’s theory that “the movements of the 
exchanges are simply determined in the main by the quotient 
between the inflation of the different countries” appears to me 
to be quite untenable under the present war conditions. 

But let us test this defence of our depreciated exchanges. 
Supposing that the exchanges on every neutral and allied country 
were in at least as favourable a condition as the American ex- 
change, could we advance our exchange position as conclusive 
proof of the absence of specific depreciation ? If the currency of 
a country is changing hands at par with gold both internally and 
externally, and if it is nowhere changing hands at a discount, 
depreciation has certainly not been made evident in actual trans- 
actions, but the absence of actual specific depreciation does not 
prove the absence of potential specific depreciation. Insolvency 
can exist without bankruptcy, and bankruptcy will not arise unless 
creditors press their claims. In the same way we may say with 
confidence that the foreign exchanges cannot be a test of the 
Wu&s condition of our currency, unless the external draiii is 
working freely. Is the external drain working? 

With enemy countries we have no dealings, and the most 
•{important neutral exchanges are heavily against us. In the first 
case the external drain has not opemted, and in the other we have 
failed to meet it. Of our Allies, some have had an unfavourable 
balance of trade and payments with us, while those countries 
which haw had a favourable balance have not pressed their claims 

they might, and probably would have done in normal times — 
|* iam think^g particularly of the United States. 

I suggest, therefore, that under jnresent conditions the ex- 
changes tell us practically nothing about the value of our cur- 
rency in terms of g(fid. If we seek an answer to the question 
we can only make an a prion guess, and for my o^ part f should 
guess that specific deiu-eciation would be revealed immediately, 
il |^ nmrqial tests were .^^pplied. We cannot disguise the fact 
that it is primariiyL at our request that our creators are holding 
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off, and that it would be awkward for us if their claims were 
pressed. Their forbearance may be, and, in fact, almost certainly 
is, due to other reasons than their confidence in our solvency. 
We are piling up a huge adverse trade balance, we are borrowing 
heavily abroad, and while we are, it is true, lending abroad also, we 
are lending to countries which are not in a position to repay us im- 
mediately if we were to call in our loans. Yet, in the face of all 
this, we are persistently inflating our currency. Surely these are 
not conditions which in normal times would inspire an observer 
with confidence in our ability to withstand the internal and ex- 
ternal drains, and maintain the convertibility of our currency 
into gold at par? 

We have seen that during the war the internal and external 
drains have not been in operation. Will they come into operation 
again at the peace, and, if so, what will the result be? 

The internal drain on gold does not appear to be a danger 
for this or any other country. In fact, it is hard to conceive 
that it will be allowed to be so. I do not anticipate that a gold 
currency will be used again internally, even in England, for many 
years to come, and it is quite likely that the world will never 
return to it. Paper currencies here and elsewhere will probably 
be practically, if not absolutely, inconvertible into gold for internal 
purposes, and gold will probably be reserved for international uses. 
Some form of gold exchange standard was in almost universal use 
even ijefore the war. Will not England after the war have to 
adopt this system? 

The external dram is quite another matter. I admit that con- * 
ditions are likely to remain abnormal and arti^ci?!,! for some con- 
siderable, time after peace. The nations of the world may be 
rationed independently of their purchasing power, and, amongst ' 
the Allies at any rate, creditors are hardly likely to press their 
claims. Nevertheless, if gold retains its present position as the 
standard of value here and elsewhere, and if we endeavour *to 
maintain the parity of our paper with gold, London will, sooner 
or later, have to face the external drain upon gold. 'rf 

There is so much talk in these days about the demonetisatiott- 
-or “dethronement” of gold that any discussion of the external 
drain in terms of the gold standard may seein futile, but I do 
not think that it is so. International trade without a material 
standard of value is surely an impossibility? We know what 
chaos results even within a single State under a regime of in- 
convertible paper, and the world is not yet a single State with 
•one supreme authority in currency matters. Gold may be a bad 
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stan^M, and 1 quite recognise the fact that it may before Jclig • 
be replaced by a better, but so long as it is replaced by scsne 
material thing or combination of material things, the fundamental 
problems of the foreign exchanges and the external drain will 
remain unaltered. International trade and credit operations wijl 
continue, whatever the material standard may be, and adverse 
balances of trade and payments will lead to an external drain 
upon that standard, or upon promises to pay it. 

But there is another possibility with regard to gold after the 
peace, a possibility which differs from that of its complete rejec- 
tion as a standard. 

Sweden has abandoned the free coinage of gold during the 
war, and several authorities are suggesting that it will be neces- 
sary for the gold standard countries to adopt the same policy after ' 
the war if they wish to avoid receiving what Professor Wicksell 
calls “ a mass of useless gold ” in exchange for their commodities. 
Let us endeavour to test this proposition by taking as an illustra- 
tion the case of Germany and the United States. We will suppose 
that Germany has been defeated, or, at any rate, that she has 
secured no indemnity, and that she is in dpre need of foodstuffs 
and other things which the United' States can supply. We will 
also suppose that Germany has not sufficient commodities to offer 
in payment to satisfy the United States, but that she has reserves 
of gold. What are the United States to do? It is no good their 
trying to get from Germany the commodities which cannot be 
supplied, and as they will be in the position of upper dog it is 
certain that they will not give more of their commodities than 
they need for what Germany has to offer. On terms it must 
surely pay the United States to take either Germany’s gold, or 
hff promisea||K) pay gold, or her promises to pay commodities. 
Bht the barter of future for present commodities would be ex- 
'%emely difficult to arrange, and I* do not see why the United 
States should trouble about it. Why should they refuse Ger- 
many’s* gold or promises to x>ay it? If I understand Professor 
Wicksell rightly, he would say that the United States sho^d 
refuse gold because it will be de^eciated ffi terms of commoditieB, 
and likely to depreciate further. That gold will be depreciated 
in terms of commodities when peace comes as conjpared with its 
pre-war price cannot, of course, be admitted w^out.,qualiica- 
tions. It may be timt gold will not be depreciated, that only the 
Vj^^i^es to pay it Will be dtsprcciated, all openly depreciated in 
terms of commodities, some cpeidy in tehxfis of gold, and others 
poten^ally, though not openly^ in terzqs'of gold. This is a possi- 
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bility, but it is not probable, and it is quite fair to assumes that 
gold, as well as the promises to pay it, will be depreciated when 
the war ends. The fact of this depreciation, however, will hot 
be any reason for refusing to take the gold or the promises in 
exchange for commodities. It is the subsequent course of the 
price of gold which will determine whether a purchase of 
it at the peace will be a good or bad bargain, and I cannot see 
that there are any obvious reasons for anticipating a further fall 
in the price of gold during the post-war period. If the United 
States, England, Japan, and the other prominent gold-using 
countries make up their minds to retain gold as the standard, is 
it not more likely that gold will slowly* appreciate rather than 
depreciate? And is not this appreciation likely to take place, 
even if the Central Powers unload their gold upon us, and then 
adopt some entirely new standard of value ? Is it not in the power 
of the Allies to maintain the use of gold by a convention, if they 
wish to do so, and by maintaining the use of it to secure a power- 
ful protection against its further depreciation? Again, would not 
the United States and other countries with an exportable surplus 
of foodstuffs and raw material throw away much of the advantage 
of their position if they were to refuse to sell that surplus to 
Europe? The demand of Europe will be a demand which it will 
seek to satisfy almost regardless of price, and in the circumstances 
the relative value of the exportable surplus of the United States 
and other countries will probably be so high that it will almost 
certainly pay them better to sell and take payment in gold, even 
if gold is going to depreciate further, than to restrict the volume 
of their sales abroad. 

It appears to me, then, that there is no reason whatever why 
the United States and the other gold standard comntries shcmld 
stop the free coinage of gold at the peace, and in discussing tlie 
external drain we may assume that the use of gold as the standar#^ 
of value will be maintained. ^ 

The external drain must be regarded from two points of view. 
Ip the first place we must consider the position of the whole 
world as a single unit, and in the second place we must consider 
the position of each country as a single unit affefeted by relations 
with other countries. 

If we^ take* the world as a whole we have to ask ourselves 
whether |4ie existing supplies of gold ate sufficient to perform 
the function of a foundation for international trade and financial 
operations, with currency prices at their new level. If Bussia, 
Italy, ©ermapy, and others were going to attempt to restore and 
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the parity of their present paper currepcifik with i^ld^ 
^n after the peace, we might reasonably havh''8erious doubts 
{Qbout the 8u£|ciency of gold, bat it is almost certain that these 
countries are pot going to make the attempt, and if the rest of 
the world economises in gold by not using it internally and by 
^dufiing its use as far as possible internationally, a world-wide 
specific depreciatjpn of paper currencies may quite well be 
avoided. Bimetallists will, perhaps, take the opposite view and 
use it to support a new campaign. ^ 

Let us now consider the position of this country in relation 
to othOTs** In normal times the chief causes of an external drain* 
are : — 

1. An .adverse balance , of claims in the short-loan market 
’%hich nmy or may not arise from a current adverse balance 
of trade. 

2. An adverse trade bdance, givitog'ritfB to an adverse balance 

of claims. * ; 

3. An inflation of currencj' or credit relatively to other coun- 
tries, which results in cheap offers to the foreigner of gold 
or promises to pay it. 

I have already stated that I do not expect the external drain 
to be forced upon us by our creditors in the period immediately 
following the peace, so that I shall only consider the possible 
postponed or ultimate effect of these causes, bearing in mind 
all the time that our present policy should certainly take account , 
of this ultimate effect. If a man is insolvent, -or inV^anger 
insolvency, he is extremely foolish to asspnie that his CTeditors 
will withhold their claims indefinitely. 

First, with regard to the balance of claims. When war broke 
out practically every country was on balance a debtor to London 
in the shoA‘lqan market. Mr. Withers in War and Lombard 
Street says that when London called its loans “it put the rest 
of the economically civilised v?orld, for the time being, into the 
banldliptcy court.” “None of its debtors could pay.” “Foreign 
creditors it had none, except Paris.” » 

After the war we may be the creditor of Eussia, France, l&er- 
maiiy, and other European countries, but we shall probably be 
indebted to several very important countries, including the 
United States. 

This change in our poeitipn is likely to last for a very long 
time^ and t^mately it will ha^ two very Important fffects upon 

- ' " , ' ... ,> * ^ 

In ^ &8t place the risk of oik sult^eted to the hz- 
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terna.1 drain,,^ almost certain to be increased, "because, although 
our credits^ as |C whole may exceed our debts, several countFifes 
will be our creditor on balance, and in the second place our 
ability to withstand the drain will be impaired and we shafl 
be compelled to make radical alterations in our method of defence. 
This second effect will result from the fact that We shall be a 
debtcy: to strong countries and a creditor of the weak. The ^bank 
rate policy coupled with small gold reserves was admittedly 
effective only because we were not merely the World’s creditor 
on balance, but also practically every country’s creditor. We 
may, therefore, have to support our “bank rflite policy with' 
other devices, including much larger gold reserves,, and sOme of 
the aids employed by Europea^u couij^tries before the wafr. 

As to the possibilities of a f ayoiffiable "br ^adverse of 

trade there is not much to j)e said. If the balance is going to be 
adverse, our prpspects whep the artificial period ends and the 
external drain be^W td opefafe wilf te so much the worse ; if 
it is going to bedPavourable, tfie recoyery from our present position 
will at best be slow. The early years of peace do noj appear 
to offer us a foundation for very high hopes. There will almost 
certainly be a great and world-wide scarcity of foodstuffs and 
other present consumption goods constituting the prime necessi- 
ties of life. Goqds of this kind are, of course, very scarce now, 
during the war, but there is also at least an equal scarcity, as 
compared with the demand, of coal, steel, and other products 
which are normally supplied by the industrial countries to the 
countries exporting foodstuffs. When peace comes the supply of 
foodstuffs will not incitease rapidly, nor will the demand fall off, 
but the demand for steel and other goods consumed in large quan- 
tities during the war will certainly not increase, while supplies 
will be offering on something like the war scale. In the circum- 
stances peace is likely to cause relative values to lshift in favour 
of the countries producing foodstuffs and against the highly- 
developed industrial countries, such as England. Thus, although 
we may be able to increase the volume of our exports when the 
war Is over, we may not be able to purchase an equivalent volume 
of unports, calculated at the ratio of exchange obtaining during 
the War. To take a single example, after the war we shall prob- 
ably sell more coal to the Argentine than we have done during 
it, but each ton of coal will probably buy less wheat then than 
it does no^. Perhaps tbe strongest card in our h^d for some 
years to coihe will be our dipping. 

We stilbliave Wcinj third cause of an external drain 

No. 109.— xxM. ; B 
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— na^iely, an inflation of currency or credit relatively to #her 
countries. . 

There are three different cases of this problem : — 

1. The casemipf two countries each with an inconvertible paper % 
currency. 

% The case of two countries, one of which has an incon- 
vertible paper aurrency and the other a paper currency 
convertible into gold. 

3. The case of two countries, each of which has a convertible 
paper currency. 

In the first case the movement of gold between one country 
and the other is not materially affected by changes in the relation 
between the volujnes of the two currencies, and, in any event, 
this case does hot concern us at the moment. 

The second ,and third cases do concern us. Any country with 
a convertible currency which maintains specie payments fixes 
the commodity price of gold at the commodity price of paper. 
Hence, if such a country inflates ufs currency, it Vill lower the 
price of gold in terms of commodities, and, as a result, it will 
tend to lose gold even to a country with an inconvertible paper 
currency. That is so because, at some point in the ratio of ex- 
change between goods and gold, the inconvertible paper country 
is certain to pirefer gold to goods. 

England has to face the position covered by each of the last 
two cases, and it appears to me that it is by no means improbable 
that as the result of inflation she will after the war be offering 
gold or promises to pay it at a price in terms of commodtties which 
will attract not only the countries with*%)nvertible currencies, 
but even some of those with inconvertible currencies. I am not 
arguing against Professor Wicksell’s hypothesis, with which I 
am inclined to agree, that after the war Germany and nearly the 
whole of Europe will be ready to offer gold for commodities rather 
than commodities for gold. Europe may offer gold, bid there 
are plenty of countries able to absorb it. The United States, 
Japan, India, Canada, Australia, the Argentine, Brazil, Chile, 
all of these, and many others, are almost certain to take gold in 
exchange for commodities at a price. 

If inflation does produce such a position in England, I believe 
that a continued limitation of specie payments will be the only 
•onnd policy. A severe contraction of caredit is a very harmful 
remedy and not necessarily an effective one. The other method 
of stftving off the drain is to borrow abroad, if possible. But in 
the bircumstances of our hypothesis this would be^ftal as a con- 
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tinuing device. It is madness to^attempt to keep down the com- 
modity price of gold on a market which has all the appearances 
of rising by continuously selling a bear of it. In the end the 
credit of the ^bCller must give out, and the crash"*will be all the 
worse for the ^stponement. 

. I have endeavoured to show that we need not shffer from the 
internal drain when peace comes, but that the external drain will 
*be a very real and serious danger, a danger threatening our free 
gold market, the sterling bill, our position as a financial centre, 
and all the advantages, direct and indirect, which they bring 
to us. 


Oswald T. Falk 



THE BANK EESTEICTION OF 1797 


The nearest parallel to the great war of our own day is to be 
found in the wars of the French Eevolution and Empire. Some-, 
what less concentrated and more intermittent, those wars shared 
with it, nevertheless, the terrible characteristics of economic ruth- 

'K 

lessness and world-wide extent. The economic protagonists wfere 
France sCnd England. For both the. economic strain made itself 
apparent in grave currency difficulties. In the case of France 
these difficulties belonged chiefly to the early years of the war. 
The assignats have taken their place in history as the classical 
example of paper-money made worthless by over-issue. After 
their final collapse in 1796 French finance reverted perforce to a 
metallic basia^, and so remained till 1815.^ In England the cur- 
rency difficulties began just when those of France ended. The 
restriction of cash payments by the Bank of England occurred on 
February 27th, 1797, and continued throughout the war, ending 
only in 1819, four years after the conclusion of peace. IK 
The currency difficulties in England differed completely from 
those of Prance, occurring as they did in a highly developed credit 
system which had already been adapted to finance a great mer- 
cantile and industrial organisation, and the continuity of which 
was disturbed by no revolutionary outbreaks. In the preceding 
generation, to the credit facilities provided hy the Bank of jplngland 
for the great London merchants there had been added 
a network of country banks providing similar facilities all over 
provincial, England. These banks, like the Bank of England, 
issued notes. They also received deposits’, but cheques had not 
yet come into such general use as to make a deposit on current 
account a convenient medium of payment, This extension pf 
banking was naturally not exempt from those disagreeable evi- 
dences of the instability of tsredit, periodical financial crises. One 
such crisis had occurred in 1783, and after an interval of ten years 

to MspMJd cash paymenta Store than onoo, bot 
ill iiiose dijrfi its circulation ‘filayed » modett part in tllf bufjnasa of tha 
<s«j|lntry. far the greater ul transactions were in specie.* 
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credit was ia a state of dangeroiM inflation when the outbreak of 
war, with the consequent revision of values, in January, 1793, 
precipitated another. At that time Bank of England notes did 
not circulate to any great extent far from London, but the 
country banks •held part of their reserves either in Bank of Eng- 
land notes or in deposits kept with London banks. There were 
no bank-notes below £ 5 , and (till 1795) no Bank of England notes 
below ^10. There was very little silver coin, and for the all- 
important purpose of the payment of wages aod for retail pur- 
chases gold coin (guineas, half-guineas, and seven-shilling pieces) 
was indispensable, and the characteristic of a crisis was always 
an urgent demand upon the Bank of England for gold to be sent 
out to the provinces. The usury laws, limiting interest to 5 per 
cent., were a serious obstacle to an efficient control of credit. In 
1793 the Bank of England endeavoured to cope with the crisis by 
restricting credit : it .refused to lend. The natural result fol- 
lowed : solvent firms were threatened with failure. The Govern- 
ment intervened and obtained statutory powers to make advances 
to merchants. The advances were not made in cash, which the 
Government could only have obtained from the Bank itself, but 
in Exchequer bills. The merchant, embarrassed with a stock of 
commodities on which no banker would lend, was thus provided 
with a security which he could get discounted. Having gained the 
power of borrowing he could afford to see his cash balances fall, 
and the demand for guineas was relaxed. In the end the whole 
amount of £3,855,000 advanced by the (3k)vemment was repaid 
by the borrowers. 

At the beginning of the war there was no appreciable financial 
strain on the Government. The financial year in those days 
ended in October. In the year 1792-3, which included eight 
months of war, little was borrowed, and in 1793-4 only about 
10 millions (the revenue being about 18 to 19 millions). It was 
in the course of 1794-5 that the difficulties began. In that year 
the deficit met by borrowing was 20 millions, besides a guaranteed 
loan of £4,600,000 raised for the benefit of Austria, and in the 
following year it was necessary to borrow 25 millions. In those 
days such loans put a severe strain on the national resources. 
Erom time to time Pitt was compelled to ask for advances from 
the Bank. The Bank was prepared to go a long way to aocom- 
mo^te the Government, as it had done before in time of wax. 
But in the spring of 1796 the foreign exchanges shewed an 
(Roinously unfavourable tendency. The practice prevailed of 
financing^hiRloiices abroad by means of bills drawn on the Pay- 
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ma6ter<*G^6zieral or tbe Treasurer of ihe Navy, and payable at tho 
Bank of England. When the bills aillyed J^e Bank was expected 
to provide the money to pay them, and^ rtatutory authority had 
recently been obtained for the advances made by it for this pur- 
pose. The perpetual arrival of new bills, for the payment of 
which the Government had made no separate provision, was the 
cause of growing misgiving to the Bank, and led the Directors to 
make repeated protests to Pitt— protests which grew in urgency 
as the foreign emha^es became more adverse. The Directors 
urged him to keep down the advances for the purpose of meeting 
these bills to a maximum of £600,000 outstanding at any one 
time. In practice this was an ideal never attained ; at times they 
exceeded £2,000,000. 

At that period the most important of the London exchanges 
were those on Hamburg and Lisbon. Lisbon was important 
because most of the new suppljr of gold came from the mines of 
Brazil and travelled vid Portugal. Hamburg was important as 
being the great entrepdt for the trade of Northern Europe. In 
normal times the exchange on Paris was quite as important, but 
though war did not necessarily interrupt the quotation of the 
exchanges between the belligerents (and indeed the Paris ex- 
change was regularly quoted in London from 1803 to 1815), this 
exchange was not quoted between October^ 1793, and April, 1802. 

Germany and the other countries of which Hamburg was 
the commercial centre had silver currencies, and the Bank of 
Hamburg only gave credit for silver, gold being bought in the 
Hamburg market as a commodity. There was^ therefore, no real 
par of exchange with London. For the purpose of quotations 
there was an assumed par price of gold, six “marks banco*’ (or 
96 stivers) to the gold ducat. This price, making the ratio of 
gold to silver 14*86 to 1, had become^ too low. In 1795 the ratio 
had reached that of 16 J to 1, instituted in the French coinage by 
Calonne ten years before. The London exchange was quoted in 
schillings and grotes, banco, to the pound sterling (a schilling of 
12 grotes being 6 stivers, or | mark banco). At 96 stivers 
to the ducat, the gold in £1 was worth 34* 3J, banco. At the ratio 
of 16J it was worth 35'9. Allowing for interest for 2 J months, a 
bill on Hamburg was at par when the exchange was about 86. 
In the years 1796 and 1796 the price of gold quoted in 

Hamburg was stivers, making the paa: 86. In the first 
quarter jsf 1795 the exchange avenged 36*7; in the second 
quarter it had fallen to 83*I0J, and in the third it was no 
than 32*6j. ^ lu October the Ludmn exchange, of which the par 
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was 67J to the milreis, rose t» 71J, representing nearly as great 
a depreciation of sterling^ in Hamburg. 

At last, in self-defenee, the Directors of the Bank, recognising 
that the needs of the Government must remain paramount, decided 
that they must* restrict trade discounts, and on December 31st, 
1795, they adopted a resolution limiting the total amount of bills 
to be discounted each day for their cust(Mners other than the 
Government. If on any day the bills presented for discount in 
the aggregate exceeded the limit laid do|fn, JT'yroportion of the 
bills presented by each applicant were to bO'returned on his hands. 
Apart from th§ ^idvances to the Govcmn^ent, this Procrustean 
reduction of discounts gave the Bank complete control over credit, 
and at the same time the advances to the Government (of which 
the obnoxious advances on Treasury bills in reality formed quite a 
moderate proportion) were themselves steadily reduced. Having 
exceeded £12,000,000 in December, 1795, they were reduced to 
less than £9,000,000 in September, 1796. But it was not till 
October, 1796, that the foreign exchanges were restored, and 
even then the Bank was not relieved from the drain of gold. At 
last in February, 1797, the signs of a crisis appeared. An invasion 
scare precipitated it, and the gold stock of the Bank, already 
seriously depleted by the strain of the preceding two years,* began 
to melt away. The Government came to the conclusion that the 
Bank could not stand the strain, and they obtamed an Act of 
Parliament stopping the payment of its notes in cash. 

It might, perhaps, be thought that this crisis bears its explana- 
tion on its face. Did not the Bank Directors go to the root of 
the matter when they pressed Pitt again and again to keep 
down his demands for temporary advances? No doubt they were 
right in attaching so much importance to this, but a glance at the 
actual variations which occurred in these advances will show that 
the explanation of the crisis is not to be found in them. In 1793, 
the first year of the war, they averaged a little over £9,000,000. 
In 1794 they were lower, the average being about £7,500,000. 
At the beginning of 1795 they rose quickly and exceeded 
£11,000,000, and, except for a temporary rise to £12,800,000 in 
December, 1795, they varied between £8,700,000 and £11,600,000 
until the suspension of cash payments in February, T797. At the 
moment of the crisis the advances were £10,600,000. Now in 
1791 and 1792, under peace conditions, the advances ha^ exceeded 
£9,000,000, and it is perfectly obvious that they could bf increased 

‘ It had been 6| millions in August, 1794 ; 2^ millions in Decmnber, 1796; 
end fdl to 14 miUioiu on February 26th, 1797. 
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to 11 1@ ipillioiis in time of war ^tliout threatening a financial ; 

cataclysm. Indeed, while the Bahik Directors were right to insist 
on the limitation of advances, it m^ fjtoly be contended that 
Pitt in substance complied with thelof' demands. Though the in- 
convenient bills drawn abroad were constantly above the stipulated 
limit of £600,000„the advances as a whcje were not excessive. 

But what specially agitated the Bank Directors at the time 
was that so large a part o| the money raised by the Government 
was spent abro^if either on subsidies to our allies or on the main- 
tenance of our owti forces. The amount so spent in 1794 was 
£8,336,000, in 1796 (besides a guaranteed loan of £4, 600, OCX) for 
the Austrian Emperor) £11,040,000, and in 1796 £10,650,000. 
Undeniably these large remittances would have an unfavourable 
effect on the exchanges. But it must be remembered that this effect 
would be no greater than that of the investment of the same 
amount abroad in peace time. And any curtailing of the amounts 
annually invested or lent abroad, and any additional sums bor- 
rowed abroad during the war, must be set off against it. The 
operations of 1794 do not seem to have had much effect on the 
exchanges, which did not become seriously unfavourable till the 
spring of 1795. The large remittances of that year must, of 
course, have been an important contributory cause of the drain 
of specie that then set in. But so long as war expenditure is 
financed with genuine money, provided by a diminution of private 
expenditure, and not with inflated bank credits, the effect of even 
large remittances abroad will be moderate. 

Sir Francis Baring, writing in 1797, stated that the war loan 
of 1796 had been taken by subscribers of insufficient financial 
standing, who “had recourse to circulations, operations on foreign 
places, and other expedients to enable them to make good their 
payments, which produced some effect on the course of exchange, 
but still more on the rate of interest in the country, which was 
soon pushed beyond what is allowed by law to be received. “ In 
so far as loans were raised from people who could not pay for 
them without borrowing, there would, ci course, be a tendency 
towards unsonnd conditions. But if the subscribers succeeded in 
obiainipg credits abroad, as Sir F. Baring suggested, the effect 
on the exchanges would be favourabh^U any rate, so kmg m toe 
foreign credits were not called in. And ip stny case the disturb- 
alkce of the exchanges occurred long before the war loan of 1796 
wes issued, 

5?he critics of the Bank blamed the Directors for restricting 
disocmits. The Bank restrid||^ # in order to keep down 
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its note issue. Scane oTiBiB witnesses before the Secret Com- 
mittee of the House of Lorcls, apjx^ted immediately after the 
crisis, argued that-thlTd^aand for guineas was due to this cause. 
Trade must have some nf^ns erf payment ; bank-notes will do, 
but. if they are not forthcoming the only- alternative is to ask for 
guineas. The country banks, it was said, restricted their issues 
in sympathy with the Bank of England, and hence the drain of 
gold. This argument is palpably jpong. T^e guineas were 
drawn out in exchange for bank-notes. It is true that a curtail- 
ment of borrowing facilities leads traders to holfi larger balances, 
but those balances may just as well be in credit as in money. The 
demand for gold in exchange for credit must have, been due to 
one or all of three causes — a need for gold for export, a need for 
gold as a means of small payments, especially payments of wages, 
or a loss of confidence in the banks. A loss of. confidence in some 
of the country banks there may well have been ; failures among 
them were frequent enough. Bank of England notes did not cir- 
culate much outside London, and such loss of confidence in the 
local banks would probably lead to a demand for guineas. But 
this loss of confidence itself calls for explanation. 

Why^ then, should the banks have been in difficulties? Why 
should gold have been exported? Why should guineas have been 
in demand for' internal circulation? No petty littld movements 
will be enough to explain so great a crisis. 

The fact is that the financial situation in England, even in 
1797, cannot be adequately studied in isolation from the financial 
situation on the Continent. For- the first two years of the war 
the foreign exchanges were highly favourable to Jjondon. This 
was the period of the Terror in France, when the assignats were 
forced into circulation by all the rigours of the Committee of 
Public Safety, when the possession of a hidden hoard of gold or 
silver was a criminal offence, when everyone who had wealth in 
France was anxious to send it abroad. The countries adjacent to 
France were soon saturated with specie, and England got her 
share, as is. shown by the exceptionally heavy purchases of foreign 
gold for the Mint in 1793 and 1794. The total for those two years 
was 3f millions, as compared with a normal average of about 
£660,000 a year. And, of course, more foreign gold was imported 
than was brought to the Mint. 

The fall in the exchanges began in the spring of 1795. The 
exchange on Hamburg, which was above 36 at the^ end of 
March, fell in six weeks to 33'6, and in August to 31‘10. Even 
at 836 it was already profitable to send specie thither, and in 
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August it WBSIprofitable also to send it to Lisbon. This is just 
the time at ■wfiich Ftance was returning to a metallic currency. 
The Law of the Maximum, the foundation of the whole system 
of assignats under the Terror, was repealed on December 24th, 
1794. In January, 1796, a difference began to be made (contrary 
to law) between specie prices and paper prices, and soon there 
followed ever-growing complaints that farmers or merchants, first 
of all in the proj^ces and afterwards in Paris, refused to accept 
assignats at auT^The laws limiting dealings in gold and silver 
were partly abrogated, partly ignored. By the end of the year 
the hopelessly "discredited assignat had become an object of specula- 
tion rather than a means of payment. In the course of 1796 the 
Bevolutionary paper-money was practically demonetised. In July, 
1796, it was stated that specie, though scarce, was sufficient to 
meet the requirements of the markets, and specie prices were 
beginning to rise. ■ ' - 

How intense was the pressure to send gold to France during 
this period of return to a metallic currency is proved by the quota- 
tions of the foreign exchanges on the Paris Bourse. For the 
period from August 23rd, 1795, to February 22nd, 1796 (except 
for an interval from December 14th, 1795, to January 13tb, 1796, 
when the Bourse was closed), the pages of the Moniteur 'give us 
an almost complete series of daily quotations of the prices of gold 
and silver and of the exchange on Hamburg and some other 
places. The following table showS the monthly averages. The 
assignat being then in its death-agony, and valued at only a 
small fraction of its face value, each quotation is given at so many 
times the par value : 


Aug. 

8 «pt. 

1795 

French 
Gk>ld Coin. 

... 40-83 

Foreign 
Gold Coin, 
40-86 

Hamburg 

Exchange. 

39*30 

Fremiiun on 
Gold over 
Exchange. 
3.9 per cent. 


... 47-94 

47-99 

39-82 


Oot. 


... 73-83 

76-06 

62-64 


Nov. 


... 139-83 

— 

117*88 

40a .. 

Deo. 


173-86 

— 

166-97 

ift-i .. 

JfIZL 

1796 

... 218*99 

— 

197-81 

ti-o ., 

Feb. 


... t57-42 


244*76 

S-2 . 


When it is remembered that throughout these months the' 
Hitoburg Exchange was from 8 to 10 per cent, against London, 
it be seen how enormous was the profit to be made by im- 
porting guineas from London to Paris'. It was possible on 
September 20th, for example, for a man who wanted gold coin 
in eithartlf ^uy it at 4,660 livres per French ounce (4724 
graiiifi Engliih), or to buy' a bill on Hamburg at 7,350 Uyres per 
100 marjks bwqoo, to sell the bill in !^ndon for guineas at about 
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33 schillings (12| maxks): th the pound sterling, |bnd to smuggle 
the proceeds across the Channel. As every 100 marks banco 
yielded more than £8 in English gold, equivalent to 2'1 French 
ounces, he would get 9,765 livres’ worth of gold, leaving a margin 
of -2, 415 livres to pay for the cost and risk. 

But to appreciate the full significance of these figures it is 
necessary to understand that September, 1795, was precisely the 
month in which the Bank of England firsjfc^ b^an to suffer a 
drain of specie. This was expressly stated iri^tKe' Keport of the 
Secret Committee of the Lords, and confirmatory evidence is 
afforded by the actual text of the repeated remonstrances sub- 
mitted during the year by the Bank to Pitt. By August these 
remonstrances had become very grave, yet no actual reference 
was made to any loss of specie before the urgent warning ad- 
dressed to him on October 8th, when the price of bullion (on which 
the premium in Paris was less than on coin) was stated to be 
£4: 3s. to £4 4s. per ounce. 

The demand in Hamburg and Lisbon for specie from England, 
which remained intense for practically a year, was merely a reflex 
of the dernand in France. The Secret Committee of the Lords 
obtained from the Customs statistics of the export of gold bullion. 
The exports recorded in 1795 and 1796 were almost negligible. 
At first sight this seems to show that, whatever the intensity of 
the demand for gold on the Continent, England escaped vrith a 
trifling loss. But the Customs figures are really worthless. The 
export of guineas, or even of gold melted down from guineas, was 
prohibited, and though gold melted from guineas was oftep ex- 
ported with a false declaration, it was also often exported secretly. 
When receiving a deputation from the Bank on February 5th, 
1796, Pitt mentioned that, according to the British resident at 
Hamburg, a large consignment of guineas had bepn sent thither 
in the packet from Yarmouth and melted down. As the direct, 
demand caflie from France, it seems probable that much of the 
gold wa8 surreptitiously sent across the Channel.- There would, of 
course, be no Customs declaration even of French gold coin so 
shipped to an enemy. By April, 1796, the Hamburg exchange was 
no longer quite so unfavourable, though it did not rise consistently 
above the export specie point till the autumn. The Lisbon 
exchange, which was less important, was very adverse all through 
the summer of 1796, and only fell to par in October. The slow 
effect of the drastic contraction of discounts ||g|^to operation by 
the Bank m December, 1795, shows how grekt was the pressure 
to .be resisted. But even when the export of gold was stopped 
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the crisis was titot over. The large additions made before the turn 
of the tide to we stock of gold had had the effect of stimulating 
and hastening the revival of trade, which was in any case likely 
to follow the crisis of 1793, According to Jevons’ iiidex number, 
prices, which had risen from a level represented by 93 in 1792 to 
99 in 1793, had stopped short at 98 in 1794, and then sprang up 
to 117 in 1795 and 125 in 1796. Certainly a part of this sensa- 
tional rise of prices was due to war conditions, which created new 
demands and inte^upted various sources of supply, but there is 
no doubt at all that it was in part due to credit inflation. Though 
it was said that the country banks had not increased their issues 
to the level of 1792-3, it waa recognised that a great part .of the 
reduction which then occurred had been recovered. The sequence 
of events was exactly what might be expected. First an influx 
of gold, then an expansion of credit, then a demand for legal 
tender money for internal circulation, a demand which could only 
be supplied by guineas. But for the violent movements of gold 
on the Continent,- the demand for guineas might have been sup- 
plied without any excessive strain on the Bank. The coincidence 
of the external and internal demands for gold necessitated the 
restriction of discounts by the Bank of England. Credit was suc- 
cessfully contracted, the foreign exchanges were turned in favour 
of London, but, as usually happens, the internal demand for 
guineas was not immediately stemmed. And, what was more 
serious, the contraction of credit meant a heavy fall of values; 
Jevons’ index number for 1797 was only 110, a fall of 12 per cent, 
from that of 1796. A fall of values means the failure of mer- 
chants, and the failure of merchants means the failure of banks. 
Hence the loss of confidence, which accentuated the demand for 
guineas. But the actual number of failures in the year was not 
very much above the average, and was far below the heavy total 
of 1793. The distrust by itself would have produced little effect 
but for idle persistent drain of gold to which the banking eystem 
of the country had been previously exposed. When &e crisis 
came it was appeased not by special advances of credit such as 
were made by means of the Exchequer bills in 1793, but by the 
issue of Bank of England notes of small amounts (one and two 
pounds), su(di as could take the place of gold in the payment of 
wages and in retffid transactions. * 

It is a curious feature of the Bank restrictkm that the notes 
Bank were not made teg^l tender till 1612. Ihey were 
aoee|tteid by the Gkivemment in all paymenta, and the principal 
^erchiemtB and bankers formally agreed together to accept theois 
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This was enough to establish them as the accepted means of £Wiy-' 
ment, although legally they were nothing more than debts of 
the Bank of England, which the Bank was expressly forbidden by 
law to pay in legal currency. The restriction was ostensibly tem- 
porary, but was prolonged from time to time. The Peace of 
Amiens in 1§02 did not bring it to an end, and on the renewal of 
war in 1803 it- was enacted that the restriction should last till six 
months after the end of the war. In 1811 (when the controversy 
raised by the report of the Bullion Committee was in full swing) 
Lord King demanded payment from his tenants in coin as being 
the sole legal tender. Even then the bank-note was not imme- 
diatelv made legal tender, but an Act was passed forbidding any 
differentiation between coin and paper, so that paper, if it cir- 
culated at all, as it was bound to do in the almost complete absence 
of coin, could only circulate, or discharge a debt, at par. This 
ensured that the money of account should be tied up with bank- 
paper *and not with gold. At last in the following year the bank- 
note was expressly made legal tender. . 

After the crisis of February, 1797, the effect of the contraction 
of discounts, which had been in operation all through 1796, made 
itself felt on the internal drain as it already had some months 
before on the external drain of gold. Confidence was quickly 
restored, and the foreign exchanges grew more an^ mwe favour- 
able, the usual consequence of the contraction of credit and 
lowering of values in a country which has passed through a crisis. 

At the time, however, it seemed paradoxical that the English 
crisis was hardly over, and the ctih-ency definitely established for 
the time being on a paper basis, before the Hamburg exchange 
started rising. By April it was above 86, and ’by August above 
37. In December it touched the quite exceptional maximum (rf 
38'6. For 1798 the average was 37‘7J, and the exchange re- 
mained consistently above 37 till the spring of 1799. In the 
first instance, London had suffered more severely from the French 
demand than Germany. Notwithstanding hostilities, proximity 
had counted for something, and since the adoption of the ratio 
of 16 J to 1 in 1786, gold was no longer undervalued in IVance 
as cmnpared with silver. War finance v^kened'the Bank of 
England’s power of resistance, and the English credit system 
succumbed first. But the German system did, not outlast it for 
long. In the summer of 1799 the inevitable collapse came. 
There were many failures, and such was the stringency that the 
exchange, which had still been at 36 in June, had fallen to 32 
by the be g inni ng of Octobw and to 30 in the following year. In 
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Utay, 1800, , gold began to be quoted at a premium in London, 
tbs price being £i 58, an ounce, or 9 per cent, above the Mint 
price of £Z 17s, lOJd. 

This was the beginning of the depreciation of the Bank of 
England note. It is not easy to find a satisfactory measure of 
the depreciation. Three tests may be applied : the prices of 
bullion and specie, the foreign exchanges, and the prices of com- 
modities. The first is the most direct. The premium on gold 
measured the departure from the gold standard. But gold was 
needed only as the means of remittance, and as nearly all our 
trade was with silver-using countries, the gold market was in an 
artificial condition. For long periods there was no market at all. 
Ther§ was no quotation from March, 1802, to April, 1804, nor 
from October, 1806, to February, 1809. Silver is therefore a 
better test than gold. We have a nearly continuous series of 
quotations either for standard silver bars or for Spanish dollars 
or for both. The ratio of gold to silver always gravitated towards 
that of 16 J adopted in France, at which the price of standard silver 
was 60*84d. and that of Spanish dollars 69‘3d., and the premium 
as compared with these prices gives a fair approximation to the 
measure of depreciation. Silver and gold, however, being both 
merely the means of remittance, the market for them was prac- 
tically one with the market for foreign exchange, in so far as the 
foreign currencies dealt in were on a specie basis. Portugal, 
which had been important as the channel through which Brazilian 
gold reached Europe, lapsed into a paper-money rigime, Amster- 
dam after the French invasion lost much of its business as a 
great financial centre. There remained, as the principal exchange 
markets on the Continent, Hamburg and Paris. Prom 1802 
onwards the London exchange on Paris was regularly quoted, 
, notwithstanding the war ; nor was the quotation of the London 
^exchange on Hamburg suspended during the French occupation. 
But war plays havoc with specie points. In 1810 the actual cost 
of sending silver between London and Hamburg was ^estimated 
at from IJ to 2 per cent., but insurance, which in peace was about 
10^. fid. per cent., was an incalculable factor; it might be 4 per 
cent,, or more,^qj less. In 1811 the average price of ipilver 
dollprs in Londoii^aaunder 6s. an ounce. For ^1 it was possible 
to nurehasi^Sf oupces, containing 3 ounces of fine silver, which 
at Hamburg would be worth about 11 marks banco, or 29 schillings 
4 grotes. For the same year the exchange on Hamburg averaged 
24’li, so that a profit of neiarly 18 peir^ent. was to be made by 
senc^g silTfer. In some other years at about the same t^ne the 
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disparity, though not so great, was still substantial, the explana^^^ 
tion being undoubtedly that Napoleon’s Continental system thre% 
obstacles in the way of the tr^smission of silver. Contem- 
poraneously the exchange in London on Paris was in as artificial 
a condition. 

Por these ’reasons the prices of the precious metals and the 
foreign exchanges do not give an unquestionable measure of 
depreciation. There remain the prices of commodities. An index 
number, measuring the purchasing power of money, is in some 
respects the most perfect test of depreciation. But it does not 
pretend to measure the deviation from the metallic standard. 
And in constructing an index number we have to be content with 
such price records as we can get, Jevons obtained a series of 
index numbers from the statistics of prices collected by Tooke 
in his History of Prices. These prices, of course, covered only a 
limited range, and index numbert; do not distinguish between 
a rise of price due to scarcity and a rise due to currency inflation. 
During the latter years of the war prices were viqlently disturbed 
by the desperate economic warfare. 

Jevons calculated both paper and specie prices. The 
actual quotations were, of course, in paper. From them 
he obtained the specie prices by abating the premium on gold, 
but unfortunately he used a table of average prices of gold given 
by Tooke, which was, as he himself suspected, inaccurate. The 
inaccuracy was more serious even than he supposed, for neither he 
nor the other writers who used Tooke’ s figures seem to have 
observed that they refer to the ye^tr ending February 1st, with 
the result that they are practically one year wrong; so that, fo|: 
instance, to the year 1816, when the maximum price of gold as 
returned to the Committee of 1819 was £4 2^. and the average 
barely £4, is attributed an average of £4 13^. 6d.^ 

However, the long intervals when the quotations for gold 
were either non-existent or nominal make it impossible to con- 
struct a table of specie prices on the basis of the price of gold 
alone. When both gold and" silver were quoted their prices 

^ In his Thoughts and Details on ihe High and Low Prices (1825) Tooke heads 
the table “Account of the average market price of ggld . . . from February 
1800 to February 1821, extracted from Mr. Mushet’s tables,** Ijjut in his History 
of Prices II, 1838) he omits all mention either of Febsruafj^'r of Mr. Mushet, 

and describes the table asv^* from official doctimeiits.” For some leesi||]i which 1 
have not fathomed, Hushet’s tables in his G^oin. and Ltms to the Ftmdhold^ 
(1821) do not correspond exactly with Tooke’s, one 6| his jQgures dffieimg by as 
mxidh as 4s. and two or three others by 2s. But Miashet States quite cloady that 
they run from February 1800 to j^ruary 1821, and his examples show that he 
means from the year ended 1st February 1800, to the year ended 1st February 
1821, inclusive. 
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usually corresponded nearly to tbe prevailing ratio of 16|, mk 
th^efor© tibe pri-ipe of silver may be taken as a fairly trustworthy 
test of specie prices. In the following table are shown the prices 
of gold and silver and of bills on Hamburg and Paris, expressed 
on a percentage basis, par in each case being £100. The last 
three columns show Jevons* index numbers of prices, the com- 
puted prices in silver, and the ratio of gold to silver at Ham- 

... •'% 

^ Percentage Values. 



Gold. 

Silver. 

Exchange 
on Paris. 

Ehcohange 
on Hamburg. 

Commodities. 

Specie 
Actual prices 
prices. (Silver). 

Ratio of 
(k>ld to 

Far. £3 17«. lOU. 60 Sid. 

26-22 Fr. 

36s. banco 

Prices 

Prices 

Silver at 


per oz. 

per oz. 

per £. 

per £. 

of 1782. of 1782. Hamburg. 

17S7 

1000 

102-6 

— 

98 

no 

107-2 

15-41 

1798 

1000 

100-1 

— 

96 

118 

117-9 

16-69 

1799 

— . 

106-7 

— 

103 

130 

121-9 

16-74 

1800 

1070 

113-6 

— 

113 

141 

124-3 

16-68 

# 

1801 

1090 

117-3 

■ ■ 

113 

163 

130-6 

16-46 

1802 

— 

113-7 

106-7 

109 

119 

104-8 

16-26 

1803 

— 

111-9 

102-9 

106 

128 

U4-4 

16-41 

1804 

1030 

108-3 

100-1 

101 

m 

112-7 

15-41 

1805 

1030 

107-4 

98-8 

103 

136a 

126-7 

15.^9 

1806 

— 

110*6 

103-0 

106 

133 

120-4 

16*62 

1807 

— 

110-2 

103-6 

104 

132 

119-8 

1643 


..... 

107-1 

108-4 

106 

149 

139*2 

16-^ 

lt09 



iie-4 

123-3 

121 

161 

146-8 

16*96 

1810 

— 

113-9 

121-6 

120 

m 

144-0 

15*77 

1811 

123-9 

120*7 

139-1 

144 

147 

121-8 

15-53 

1812 

130-2 

126-6 

131-2 

128 

148 

117-0 

16-11 

1813 

136-4 

136-7 

128-6 

130 

149 

109-0 

16-26 

1814 

124-4 

124-3 

116-4 

119 

163 

123*1 

16-04 


118-7 

117-6 

116-6 

114 

132 

112-3 

15-26 

1816 

102-9 

100-9 

99-6 

100 

109 

1080 

15*28 

1817 

102-2 

104-3 

102-0 

102 

120 

115-1. 

16-11 

1818 

104-6 

106-6 

104-3 

106 

135 

126-7 

16*36 


The figures for gold, silver, and the foreign exchanges are 
based on the Appendices to the Eepcarts of the Lords and Commons 
Committees on the Eesumption of Payments in 1819. Before 
1811 the quotations for gold aife spasmodic, never covering a 
complete calendSf',*year, and the averages are therefore not 
reliable. For nuihbeT <# years figures for silver afie based 

i^ndiytd silv^, biit on dollars (with f par of The 

iatioe in the *kst coipmp are taken from’ Soetbeer. The fore^ 
exchan^ cdumns give fne pt/smium on francs and banco money^ 
Le . , the pars ought striptly to be givep as 9*515d. to the francjt and 
6|d. to the ban^ schilling, v"* 

J?he statistics shog? a ,;5geneja4 tendency towards increasing 
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depreciation, reaching a ma.xinaum rather before the end of the 
war. But this general tendency is broken by very considerable 
fluctuations. The maximum index number, both for paper prices 
and for specie prices, comes in the years 1809 and 1810. The 
maximum depreciation as tested by the foreign exchanges comes 
in 1811. As tested by the prices of gold and silver, it comes in 
1813, the last complete year of war. 

. %ace B?Wd not permit of a .detailed exaininatioft*; 0 f the 
Various causes which contributed to produce this depreciation, or 
of the heated political controversies that were occasioned by it 
from 1810, the date of the Report of the Committee on the High 
Price of Gold Bullion, till 1819, when cash payments were finally 
resumed. It will be sufficient here to point out two or three 
salient factors. With the beginning of the Peninsular War in 

1809, and still more with the great military coalition against 
Napoleon in 1813, the strain of war finance became greater than 
ever. The unfunded debt grew from ^ 14 ,000,000 in 1802 to 
£57,000,000 in 1814. Napoleon’s Continental system, based on 
the complete exclusion of British trade from Europe, began in 
ISOfl, and was made rigorous with the annexation of Holland and 
Haftiburg in 1810. Another important influence was an acute 
financial crisis to< which all the commercial centres of the Con- 
tineht were subject in 1811, and irom which credit on the 
tinent did not really recover till after the end of the war. The 
effects of the corresponding crisis in England, which occurred in 

1810, were staved off at the cost of an inflation and consequent 

depreciation of the paper currency. But they were only post- 
poned, and in 1814 peace brought a disastrous fall in values w®^’ 
almost extinguished the premium on gold at the cost of a terrible 
tale of bankruptcies and a period of extreme depression and 
distress. E. G. Hawtrey 
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The Value of Money. By B. M. Anderson, Jun., Ph.D., 
Assistant' Professor of Economics, Harvard University. 
Author of Social Value. (Now York : The Macmillan Co. 
1917. Pp. 610.) 

“The theory of the value of money is a special case of the 
general theory of value. ...” 

“Value is not a ratio of exchange or ‘ purchasing power,’ but 
is an absolute jjuantity prior to exchange. ...” 

“Economic value is a species of the genus, social value, co- 
ordinate with legal value and moral value. . . ” 

“The value of money, being a special case of economic value, 
subject to the same general laws. . . .” 

^ These propositions are taken from a summary in which the 
^thor recapitulates theorems propounded in the first two parts 
of his treatise, constituting about two-thirds of the entire work. 
Thirty-six articles are required to sum up the reformed economic 
faith. Or, rather, only the fundamental doctrines are set forth 
in this confessio fidei. On this basis is reared a superstructure 
of higher theory, culminating in a sublime topic, “the, reconcilia- 
tion of statics and dynamics.” 

, We shall not attempt to sketch the impo.sing system as a 
whole. We shall direct attention to some important points, with 
respect to which we either dissent from the author or suspend 
our judginent. 

Agreeing with Dr. Marshall as to the relalion between cost 
of production and value, we disagree from the following state- 
ments : — ‘ 

Us the AustriiQi eooaomiste we owe « rational theory of , costs. . . . 
Value oausation comes ul^tnately, not from* the side of supply, but from 
the side of demand. . . . “ The real cost doctrine of the Classioal School hu 
Jailed "... “it is virtually onfy as a pecuniary dpctrine, costs from the enfre- 

! i" ' "" : — 

f See AvneiplM (^foonom^ as to CSoet(rf Production passim, and as to Hili, 
Bo^ V, iii, J p. 339'iiote (ed; 3).^ .. 
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prenewr point of view, that the cost doctrine is met in modem theory. . . . 
Cost as conceived by Mill is a superficial pecuniary notion” (Chapter III.).- 

Our attitudg towards other pronouncements is more neutral. 
They produce no conviction, but they provoke no contradiction. 
We have no strong opinion about the relation of the individual 
to society — ^with what truth an “organic unity” may be pre- 
dicated of minds. We do not deny that “absolute value” may 
be attributed to money in some intelligible sense. We have not 
carefully compared the doctrines of Wieser, Mises, and Schum- 
peter as to marginal utility. We do not feel qualified to pro- 
nounce on the distinction drawn by one. of them between the 
“inner objective value of money ” and the “outer objective value 
of money ” (Ch. V.). 

We are disposed to agree with the author’s dictum that the 
ultimate test of scientific theory must be practice — the capacity 
to solve problems. But we are not convinced that the new theory 
of social value would come out well from the test. Consider the 
following questions. If the money incomes of a class be in- 
creased cejLeris paribus ^ in what circumstances is it possible that 
they will buy. less than before of certain commodities? Is it true 
that if a rise in the price of bread raises the marginal utility of 
money to the poorer classes, they may consume more bread,^ 
Marginal utility as used by mathematical writers seems more 
adequate to resolve such knotty problems than the new refine^ 
ments. 

Fortunately on the flood of dialectics some stray fact's are 
found floating. The particulars given about the ways of business 
seem to us more valuable than the general theories which they 
are intended to illustrate. Thus, after perusing the chapter 
(Ch. XXIII.) which deals with credit in general, we do not find 
ourselves much wiser. But the following chapter, ..which deals 
with credit in relation to bank assets and bank reserves, contains 
some interesting information. It appears that only a small por- 
tion of the assets held by American banks can be regarded as 
liquid. Only a very small portion consists of “ commercial paper ” ; 
and of the rest not so much as might be supposed is immediately 
available. The following case is described as typical : — 

A New York bank is at present lending to a small manufactu]!<er of 
automobile suj^lies about $80,000, Of this, about $10,000 is liquid, periodie- 
ally covered by “bills receivable,” and if the bills receivable should fail, 
ixi the period in question, to cover the $10,000, the bank would insist on a 

' See Kco^oaixo JonaKAn, Vol. xxv (1915) pp. 47, 81, 190, referring to 
Marshall Meommks, Book Hi, ch, vi, sec. 4), who refers to Oiflen. 
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ireductioii of tke loan. The remaining $20,000, however, is not liquid, ft 
was spent for non-movable equipment; the bank expects to renew the noles 
for this sum periodically, and is well aware that it could not force collection 
without bringing the business to a close — or else forcing factory to get 
accommodation elsewhere.”- 

lioans on the security of crops having a natural term may be 
considered liquid; loans on animals being fed for the market 
belong to the same category. But of the loans on the security 
^of livestock fully two-thirds are to breeders and not feeders, and 
hence are not liquid. We accept the facts about bank assets on 
the writer's authority. We do not endorse his theory that the 
function of bank reserves is entirely “dynamic ” : “the static law 
of bank reserves is that none are needed.” 

The characteristics which we have attributed to the work as 
a whole are noticeable also in that part of the work to which we 
would direct the reader’s special attention : Part II, in which the 
quantity theory of money formulated by Professor Irving Fisher is 
disputed. Here, too, the facts appear to us more important than 
the theory. The higher theory of statistics which deals with index 
numbers seems to be ignored when it is asked, with reference to 
“T,“ the denominator in Professor Fisher’s expression for the 
price-level, “how does one sum up pounds of sugar, loaves of 
bread, tons of coal, yards of cloth, etc. ?” “T” is equally increased 
by adding a hundred papers of pins, a hundred diamonds or a 
hundred newspapers ” — and so forth.^ While we differ from our 
author’s statistical reasoning we are almost indifferent about the 
logical issues for which he contends hotly, the questions raised in 
passages such as the following : — 

‘‘Rapidity of circulation, whether of money or of goods, is not a causal 
factor independent of prices, but rather in part depends on prices ** . . . 
“the first change in the situation may appear in prices themselves ” (Chap, 
VI.), “ Particular prices can and do rise without a prior increase in money, 
or bank deposits, or change in the volume of trade, or in velocity of money 
or deposits, and also without compensating fall in other particular prices.” 

. . . **The caiwe is with the prices.” (Chap. XV.) 

The statement last cited refers to the following clean cut 
apophthegm : — 

“ Suppose we assume a combination of employers of maidservants which 
forces down the wages of maidservants from $20 to $10 per month. . . . 
The masters now have $10 a month each more to spend. . . . The maid- 
servants now have $10 each less to spend. . , , These last two chimgos 
exac% neutralise cme another. !Pie first change, in the price of dcmiestic 

^ ^ p : : 

^ Seo on thisand other points connected with the attack on Professor Fisher^s 
, Pitwmee m fim By the present writer. 
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gervice. remains unneutralised. The general price-level is, then, lowered 
by a cause acting from outside the equation of exchange directly on prices.” 

C!ommeiitmg on this example, our author well says “the 
equation is kepi straight Jby a reduction in velocity.” He had better 
have said no more. When he goes on to locate the cause of the 
fall in the price-level we are reminded of a reflection made by 
Jowett in a lecture on ecclesiastical history : “How much effort 
has been wasted in attempting to answer questions which ought 
never to have been asked ! 

We come to something more tangible when Professor Anderson 
instances cases of barter which are not taken account of in the 
equation of exchange constructed by Professor Fisher. There is 
barter in its simplest form, expressed in advertisements of the 
type : “Wanted to trade a well-trained parrot for a violin.” Again, 
there is the practice of taking as part, payment for a new sewing- 
machine or automobile the similar thing which the buyer is dis- 
carding. A more important case of (virtual) barter is formed by 
the stock and produce exchanges, by means of which the use of 
money is greatly economised. 

The omitted transactions appear to us to be of a magnitude 
which relieves the equation of exchange from the imputation, 
sometimes attributed to it, of being an identical proposition. On 
the other hand, the omissions are not so serious, but that they may 
be, so to speak, jumped in the inductive leap from the known to 
the unknown. A wider chasm is disclosed when it is alleged that 
the transactions which occasion the flow of (credit) money desig- 
nated by M' V' are for the most part not of the kind contemplated, 
not of the species represented by items in the volume of business, 
T. The huge total of about a billion dollars, 200 million pounds, 
per day is said to be made up principally of cheques, drawn in the 
course of speculative sales and loans between brokers. , A “morning 
loan” may occasion the creation of three or more cheques. 
“Cheques fly about recklessly in Wall Street, and men will turn 
over money many times if an eighth of 1 per cent, or less can 
stick by the way on a good sum ” (Ch. XIX.). If this account of 
the ingredients which go to make up the monetary flow is 
accurate, it certainly seems primA facie that some alteration, not 
indeed in the principle, but in the details, of Professor Fisher’s 
calculation is required. . But our readers may be advised to sus- 
pend their judgment until they hear the other side. 

P. Y. Edgeworth 



70 


THE lOONOMIO JOURNAL 


[MARCH 


Principles, of Money and Banking. A Series of Selected Mate- 
rials, with Explanatory Introductions, by Harold G. Moul-, 
TON, (Chicago : The University Press. 1916. Pp. 283 + 
502.) " " 

Readings in Money and Banking. Selected and adapted by 
Chester Arthur Phillips. (New York : The Macmillan 
Co. 1916. Pp. 845.) 

Professor Moulton attempts to combine in one volume the 
uses of a formal text-book and of collateral readings. He appears 
to us to have obtained a large measure of success in this attempt. 
He has avoided what he calls the “dogmatic tendencies of the 
text-book method,” ill-adapted to a dialectical subject such as 
political economy. Indeed, his experience as a teacher even 
leads him to think that a text-book h.ad better not be used by 
students of these selections. He hopes to retain the suggestive- 
ness of collateral readings without their tisual bulkiness and 
admixture of irrelevant material. This advantage is obtained at 
a certain cost when it is necessary to “adapt,” in our author’s 
phrase, an extract from a classic. For example, with reference to 
“reasons for debasing the standard” we have a piece adapted 
from Hume consisting of three paragraphs. The last paragraph 
consists of the well-known passage in which it is said that ‘ ‘ when 
money begins to flow in greater abundance everything takes on a 
new face . . . and even the farmer follows his plow (sic) with 
greater alacrity and attention.” The first paragraph, referring to 
the “operations of the French king on the money,” occurs in 
Hume’s essay later by about a page than the passage about the new 
face. The second paragraph in Professor Moulton’s- version is 
taken from one of Hume’s notes. The editor has put together these 
disjecta membra very skilfully. He restores organic unity like 
the surgeon who welds tog^her portiorxs of a fractured bone with 
a piece of bone taken Trom some other part of the body. The 
loss of literary form is thus reduced to a minimum. It is fully 
compensated by the abundance of matter for which room is thus 
made. 

It would be impossible here 4o illustrate adequately the variety 
of topics presented in this series of excerpts, which number nearly " 
400, occupying on an average each about ^wo pages. We should 
mention particularly one subject to which pur author directs 
ipeciaj iittention in his Introduction. He remarks that the discus- 
sion of banking is usually too much confined to such banks as 
isreate m#dia of ejRchange^ in the form of notds and cheques . ‘ ‘ Over- 
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emphasis on the demand nature of the deposit has too frequently 
been accompanied by an under-emphasis, if not a total ignoring, 
of the actual uses to which the funds borrowed on short time are 
deyoted/’ Accordingly, several “readings'" are adduced to 
illustrate the rSle played by the “investment banker ” or financier 
in modern business. Under the head of “Investment Banking 
Institutions’" savings banks (A) and investment banks or bond 
houses (B) are distinguished. Under heading A there are ranged 
thirteen pieces — the one on the liquidity needed in savings bank 
investments appeared to us particularly interesting. It seems to 
be the opinion of experts that every such bank should have a good 
percentage of its funds invested in readily convertible securities. 
The bond business is of enormous magnitude. It appears that 
nearly $2,000,000,000 of bonds are marketed annually in the 
United States. A “bond” in this connection is well described 
by Theo. H. Price as an instrument of credit which “provides a 
means whereby the immobile or undeveloped assets of a deserv- 
ing enterprise may be pledged to secure the money which should 
be used to extend still further the field of beneficent activity.” 
“It is the gift of iipagination and the quality of constructive 
optimism that differentiate the banker from the moneylender.” 
“The great Bankers control the water-gates through which the 
public money flows to irrigate the fields of industry.’^ 

In this connection we should like to have had the views of 
experts upon the corresponding institutions — whether or not 
called banks — ^in this country. But the author has not been able 
to find room for the banking systems of Europe. Foreign 
exchanges and the controversy as to the relation between the 
quantity of money and the level of prices have likewise been ex- 
cluded by the limitations of space. 

Professor Phillips’s Readings are, in some respects, comple- 
mentary to Professor Moulton’s selections. Treating his topic 
somewhat less exhaustively. Professor Phillips is able to cover 
more ground. Thus the banking systems of several countries, 
Canada, England, Scotland, Germany, South American countries, 
form each a separate chapter, each chapter containing extracts 
from several authorities. Again, foreign exchange has a chapter 
to itself; a chapter consisting of sixteen excerpts. There is a 
symposium on the relation between money, and general prices 
based on the proceedings of the American Economic Association, 
1910. We may notice Professor Carver’s acute remark that if 
an increased demand for agricultural products should be attended 
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with aa ‘increase in the marginal cost of production, a larg#: 
supply of money would be required. There is also a chapter On 
index-numbers, consisting of the article on that subject in Pal-, 
grave’s Dictionary. 

Professor Moulton, like Professor Phillips, has to make room 
for many things by omitting much. The omissions seem to have 
been made judiciously. Thus, with reference to the Federal Re- 
serve system, Professor Sprague’s article in the Quarterly Journal 
of Economics (1914) is cited with the omission of one section, 
that on “ Clearing Functions,” the one which can, perhaps, best 
be ^red, as dealing with somewhat problematic questions relating 
to the future. It would be hard to say which author ski{)s most 
skilfully. Thus, in the racy extracts from Eggleston’s Recollec- 
tions as to the Confederate Currency, both writers retain the 
statement that gold was at a 12,400 per cent, premium. Both 
reproduce the epigram, “Before the war I went to market with 
the money in my pocket and brought back my purchases in a 
basket ; now I take the money in the basket and bring the things 
home in my pocket.” But Professor Phillips omits the anecdote 
of the cavalry officer who inquired the price of a pair of boots. 
“Two hundred dollars,” said the metchant. A five-hundred- 
dollar bill was produced, but the merchant could not change it. 
“Never mind,'^’ said the cavalier, “I’ll take the boots anyhow. 
Keep the change.” On the other hand, Professor Moulton does 
not include the physician, who would order from a planter whoi^ 
he was visiting ‘‘ten or twenty visits’ worth of com.” ‘‘The 
visits would be counted at ante-war rates, and the corn estimated 
by the same standard.” 

We hesitate which of the two versions to prefer ; and more 
generally which of these useful compilations most to recommend 
to students and teachers. F. Y Edgewobth 


War Finance. By J. Shield Nicholson, Professor of Political 
Economy in the University of Edinburgh. . (London : P. S. 
King and Son. 1917. Pp. xxiv + 480, 8vo. Price 10«. 6d. 
net.) 

As Adam Smith “always carried his cane on his shoulder as 
a soldier does his musket,” so Professor Nicholson "in the present 
.disturbances” always wields his pen as a sharp and Bhmmg sword. 
JlereJie urges us on,^ there he waves us back to rectify our 
ppaiabn. He exhorts, he warns, almost be denounces, ever in 
th# ;th)ie^, of it and concentratjijjg upon the things that matter, 
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never in doubt whither we should go, making equally clear the 
objective and the reasons why we should take it His collected 
war papers now published stir like a trumpet, and with no un- 
certain sound. He is not out for any academic or dialectical 
triumph, but offers definite counsels of policy on war finance. 
Those who agree with him will be glad to find their views so 
trenchantly and elegantly stated. Those who differ have yet to 
find a champion who can do more than scratch the armour of 
so doughty a challenger. 

The volume falls into two parts. Part I. contains the longer 
pieces, which have appeared in the Economic Journal or been 
noticed in its pages. Part II. consists of forty-three articles con- 
tributed to the Scotsman between August 3rd, 1914, and July 
25th, 1917. The second part will be new to most of our readers. 
It is possible, and, indeed, too frequent in practice, for writers 
on war finance to be non-committal, definite only in platitudes 
and generalities, and safeguarded by proviso against refutation 
^ by future developments. But this is not Professor Nicholson’s 
way. Every article has, as the Americans say, a punch in it. 
That it should be possible after more than three years to reprint 
these articles without change or need of change, and to claim 
that '^the dangers foretold of the neglect of well-tried economic 
principles have been only too fully realised,” is striking testi- 
mony of their permanent and practical value. But ‘‘any satis- 
faction that might be felt in the accuracy of the forecast in these 
papers is overwhelmed by the fear that even now the ‘warning 
from the past will not be heeded.” In their present form the 
articles will secure a wider audience and render still greater 
service to the public. 

In the vigorous Preface added to the papers the author sum- 
marises his indictment. The main charges against our financial 
policy are inflation, extravagance, and a careless opportunism. 
“In the actual conduct of the war we have acknowledged and 
amended great mistakes : witness the Dardanelles and Meso- 
potamia. In diplomacy also we erred, repented, and reformed. 
. . . But in regard to our economic and financial policy no mis- 
takes are admitted. We speak with the complacency of a 
heathenish Turk of war prices and war extravagance and back- 
sheesh as if they had been inevitable. Granted, that from a 
balancing of various causes some rise in prices was probable and 
some extravagance unavoidable, it is fpolis^i to say that none of 
the causes are under human control, and that we must go on 
in the way we have begun. In economic affairs everything turns 
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on degree. , . . We have to steer between the too much aid 
the too little/’ 

The argument, in a word, is that Grovernment has struck tte. 
snag of “too much.” Its emergency measures have gone too 
far and been continued too long. It has paid too much for the 
use of capital and for the' services of labour. The war bonus 
has spread like an ill weed over every field of the nation’s activity. 
Capital in all its forms has had its bonuses and its anarchic 
freedom no less than labour. “Let us beware lest we have to 
invent an English word for Sovietism'' “In a war for national 
existence the rule ought to have been that for every kind of 
service required the State should pay less than in peace time — 
the difference being put down to patriotism.” More vigorous 
taxation is required above the minimum of efficiency. The argu- 
ment that an internal national debt is no real national burden is 
a fallacy. Debt is to be thought of as deferred taxation. 

These quotations and paraphrases are selected as samples : 
but the Scotsman articles cover a much more varied field of topics 
connected with war finance. Professor Nicholson tells us that 
he re-wrote many of the articles five or six times in the search 
for the right combination of judicial fairness with practical 
emphasis. If he has failed anywhere in striking the golden mean 
between too much and too little, it seems to the present writer 
that somewhat too stern a view is taken of the claims of labour. 
Whether, as is commonly supposed, manual workers and their 
families are a great deal better off than in peace times is not 
proven. Here is the mother of a family who goes out to make 
munitions. Her nominal earnings are high. But she has per- 
haps to pay one old woman to stand in the queues and do her 
shopping, to feed and pay another to mind the house, look after 
the children, and do the cooking. The housekeeping is neither 
economical nor efficient. She has no time to make or mend or 
wash the family clothes. She must go oftener to the draper, 
the hosier, and the tailor, and pay a laundry bill. Day by day 
she must dip into her purse for train or tram fares and for 
“meals out,” and the Latour Gazette figures of the increase in 
the cost of living by no means give> the whole of the story. The 
war figures are serious in their total where the peace figures are 
zero. * Patriotism alone spurs her to continue exhausting labours, 
the net advantages of which in money and comfort are often 
i^mall and sometimes negative, This is one .extreme. At the 
other, no doubt, the boys and girls (the “flippers ” and “flappers,” 
as Dr. Cannan calls them) have money to burn. But they have 
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neither votes nor organisations to extort hard J)argains from 
Government or frpm private employers, and if the urgency of 
national heeds calls for every ounce of effort we must face the 
cost as we face the' expense of munitions. Some expert investiga- 
tion of complete family budgets in war time is badly needed. My 
own inquiries lead me to believe that the working classes generally 
profit far less 'than is supposed from their high wages. Certain 
skilled workmen, we must remember, are not allowed to go to 
the front, or to stay there when they are wanted for war work 
at home. If they are to take more out of themselves than in 
peace time they must put more into themselves, and the extia 
food must be reckoned in addition to the rise of price. To pay 
them iess than in peace time would diminish the output even 
of the most willing. A demand for higher wages is not neces- 
sarily unpatriotic. The drudgery of prolonged work in the fac- 
tory is not always preferred to life in camp, which has its com- 
pensations of cheeriness and variety. We may fairly enter a 
plea for suspense of judgment upon the unreasonableness of 
labour in the lump. 

But the volume must be read and re-read for its cumulative 
effeet.^ Insistent denunciation of inflation in all its forms runs 
through it like a connecting thread ; but it touches every aspect 
of war finance, and whatever it touches it illuminates •and adorns. 
In this great crisis the author must be counted among those who 
have served their country well, and given it of their best. 

Henry Higgs 

Agriculture after the War. By A. D. Hall, ^.K.S. (John 
Murray. 1916. Pp. 131 and Appendices. 35. 6d. net.) 

This book is now familiar to many persons keenly interested 
in the economic and political problems connected with the culti- 
*vation of land ; but it ought to be read by all economists who deal 
with these problems, as probably most of them do in these days. 
The importance of the book is scarcely at all diminished by the 
fact that one of the most important of the subjects it deals w^th 
has been the subject of legislative action. From some points of 
view, indeed, the importance of the work has been increased by 
this fact. Mr. (now Sir) A. D. Hall is primarily an agriculturist 
and his insistence on the idea that education and experiment, 
scientific and commercial, will have at least equal influence on the 
future of agriculture with some of the more direct State actions, 
like guaranteeing prices, is particularly necessary now some of the 
direct State actions advocated have been taken. 
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Although the volume is small, it is extremely catholic in boftj 
subjects and their treatment. This catholicity has its own draw- 
backs, ior in some instances Sir A. D. Hall is rather in the posi-- 
tion of the small boy who has picked up a dirty apple, and whose 
hunger impels him to eat it while his self-respect' impels, him to 
throw it away ; and sometimes one thinks he would eat more or 
bite more voraciously if it were not for the people who appear to 
he watching. 

The starting-point is that “whether we like it or not the possi- 
bilities of war have definitely re-entered our scherne of existence, 
and the consequences of war will depend upon the clearness and 
f#ethought with which we prepare for it in our social organisa- 
tion.** This may be true, or it may not. Many Englishmen are 
taking up this attitude, while others are hoping, with more or less 
confidence, that this will be the last European war of any magni- 
tude. But whichever view is best founded it will be advisable 
to examine some of Sir A. D. Hall’s statements and theories. He 
deals with the dependence of the United Kingdom upon imported 
foods and concludes that this “constitutes a source of weakness to 
the nation in three directions ** : (p. 13) 

(1) Through absolute danger of starvation, or of such limita- 
tion of supplies as will raise prices to the point of creating an 
internal crisis. 

(2) By the withdrawal of our naval power from its offensive 
function to that of guarding the trade routes. 

(3) Through the reduction of the national credit by the neces- 
sity of paying such large amounts, which are materially increased 
in war time, to foreign producers. 

On (1) it may be said that Sir A. D. Hall is not asking that the 
United Kingdom should become self-supporting as regards food. 
He thinks that : “To produce our own food may be a vision; I 
would prefer to regard it as an ideal towards which to work, con- 
fident that e\ery step we take in that direction is an addition to 
the strength and stability of the nation ** (p. 98). The striking 
fact is that the United Kingdom has run the greatest dangers of 
starvation or internal crisis on food questions when the couhtry 
was most nearly self-supporting as regards foods ; and that as the 
sources have become more numerous and varied the supplies have 
become more certain and regular. This might not be the case 
again with increasing maritime dangers to supplies. But as it is 
more probable that such future wars as may occur will be fought 
da foriipi fields than in the United Kingdom the question may be 
ashed how much more naval power would-be required to guard 
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the food trade routes than would be lictaally necessary to guard 
trade routes for other materials, convoys of military material, and 
to defend pur shores? Only one conversant with naval matters 
could answer, but it appears that while a good deal of maritime 
transport would be required for both military and civil needs the 
addition of the duty of guarding food ships would not entail any 
extensive reduction of the naval power of offence. On (3) it may 
be said that there is great danger of loose thinking, for the ques- 
tion of man-power is involved with financial credit. We import 
food of a certain value, and if we export goods of equal value 
which we can produce with as little man-power as we should 
require to produce the amount of food imported, the advantages of 
home jproduction and importation are equal (so long as supplies 
are certain). But should we be able to produce the exports which 
pay for the food imports with less man-power than would be 
required to produce the imported food there is a distinct saving 
of that essential of national power in defence or aggression. If 
we do not produce sufficient exports to pay for imports, but have 
enough accumulated wealth to meet the difference, there is a 
greater saving of man-power. Our ability to pay for part of the 
imports by accumulated wealth for at least some time is largely 
the result of the high productivity of British industry having pro- 
vided a considerable margin for saving. And should* the applica- 
tion of a greater proportion of the productive agents of labour and 
capital to agriculture lead to lower total production the financial 
position would be weakened while the amount of man-power 
available for purposes other than agricultural production in time 
of war would be less than at present. While supplies can be 
transported we have the advantage of the use of the man-power 
of the food-producing countries, whether we pay in exports which 
we can produce more easily than we could produce the food, or 
whether we pay partly out of our accumulated capital. 

It is necessary to say this although one may heartily agree with 
the present policy of increasing the home-grown supply of food for 
the period of the war. Also, it might be.advantageous to curtail 
the necessity for exports of such raw materials as coal by reduping 
the imports of food, so long as the increased amount of food re- 
quired to be produced at home can be economically provided. 
However, with a population of 46,000,000 on a cultivated area of 
roughly 47,000,000 acres enormous advances in technical know- 
ledge and methods will be necessary before we can approach, much 
less reach, the condition of self-sufficiency without wasting our 
man-power and perhaps becoming a second-rate State. Under the 
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best cMiditions an attempt to become self-supporting migbt enwl 

tfae adoption bf practically a vegetarian diet, besides throwing the 
country open to the danger of relying upon food produced on a. 
small ajea Mdiich may be very adversely affected by climatic con- 
ditions in any single year while none of the organisation of trade 
existed to bring in supplies. This was one of the weakest points 
in national organisation during the Kevolutionary and Nappleonic 
Wars. At the same time, every increase in agricultural pro- 
duction which can be secured by sound methods which yield as 
good a return for the employment of capital and labour as any 
other industry is desirable. There is no one better fitted to guide, 
the nation on the technical and educational aspects of the prol^. 
lems of methods of improving production than Sir A. D. Halli 
and the sections of the book dealing with the capacity of land for 
food production, arable versus grass, agricultural education, re- 
clamation of land, the functions and duties of landowners and 
farmers, large and small farms, are admirably clear and very 
stimulating. These sections cannot be summarised with justice 
in the space at our disposal, and they deserve to be read more 
than once. 

The chapter on the “decline in British agriculture ’ might.have 
had a rather more specific title. Ireland is not mentioned, the 
treatment of Scottish agriculture is scanty, and the chapter deals 
mainly with conditions in England. This is inevitable, because it 
Is in England and Wales that the chief decline has occurred. If 
there has been any decline in the productivity of Scottish agricul- 
ture during recent decades it has been comparatively slight, and 
it 'may be difficult to prove that any decline has occurred. Indeed, 
the study of the reasons for the practical maintenance of the 
productivity of Scottish agriculture, while that of England has 
declined, at any rate to some extent, might throw some light upon 
the demand — mainly of English origin — for some form of State 
protection or financial assistance. There is also another point : 
that whether total production has declined or not, it is fairly 
certain that production per man has increased during recent years, 
and this has made possible an improvement in the (Qondition of 
thia^ost numerous class of agriculturists, the farm labourers. 
Both in Scotland and England each man engaged now manages 
more land and stock than in 1871, and although accurate infpr- 
mation on production at deferent periods is non-existent, it is 
safe to infer that production, per man has increased with the 
ii<a^^ 4n the amount of land and stock manned by each. ' But, 
whille it would be impossible to. reach generfl agreement with Sir 
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A. D. Hail on many points raised in this book, everyone interested 
in land problems should be grateful for the fair and clear state- 
ment of his case for State assistance for agriculture, and for the 
expert guidance on technical and educational matters. 

A. W. Ashby 


The Land and the Empire, By Christopher Turnor. (John 
Murray. 1917. Pp. 136.) 

British Agriculture: The Nation's Opportunity. (Being the 
Minority Eeport of the Departmental Committee on the 
Employment and Settlement of Soldiers on the Land.) By 
E. G. Strutt, Leslie Scott, and G. H. Eoberts. (John 
Murray. 1917. Pp. 168. 3«. 6d, net.) 

A. LARGE part of Mr. Tumor’s little volume is devoted to 
statistics and graphical representations of statistics ; and to 
criticism of the political economist. It would be difficult to find 
anywhere so much lack of understanding and fallacious treat- 
ment in so little space. It is essential that when figures are used 
the range of their application should be carefully defined. Mr. 
Tumor states that ‘‘a working capital of about £7 an acre is 
probably the average for the United Kingdom, while on the Con- 
tinent it varies from £12 to £15 an acre, and even more.” Pre- 
sumably, Mr. Turnor is not referring to “the Continent ” in its 
general sense at all, but to Denmark and Belgium and to selected 
parts of Germany, France, and Holland. If this is not the case, 
the figures need a good deal of substantiation. Again, sweeping 
general figures which indicate unexpected conditions need critical 
examination and an exhibition of their foundations. Mr. Turnor 
states that “the gross rental of agricultural land is about 
£40,000,000 a year. Of this, some £17,000,000 are expended 
every year in the upkeep of the farms.” This sum for upkeep 
represents 42*5 per cent, of the total, which appears to be an 
extraordinary proportion. A good deal of evidence could be pro- 
duced to show that upkeep does not cost anything like this pro- 
portion of rent, and that where such proportion is expended it is 
due to absence of economy. It is a common fallacy to take a set 
of figures for stock kept on farms and then assume that this 
indicates production. Mr. Turnor provides a table showing the 
number of cattle per 100 acres on holdings of various sizes in 
Germapy to prove that more stock is kept on small than large 
holdings, and then states that “a study of the yield of small 
holdings in France shows the same results.” He even states 
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that “ until recent years we had to rely for statistical proof 
this oonti^yersy of large and small holdings upon figures obtwaed ' 
from the Continent ” ; and then quotes ^ British data only, 
the figures from a small area in Cheshire, which are themselves 
open to criticism. In 1885 the Agricultural Department of the 
Privy Council collected statistics on this point (see Cd. 4848, 
1886), and with a very little trouble figures similar in character 
to those used by Mr. Tumor can be obtained for this period, ^or 
1907 similar figures are available in the Report of the Agricultural 
Output of Great Britain. So far as they go, these are as good 
as the German figures. Here is a comparison of Mr. Tumor’s 
statement and figures obtainable from the volume of Census of 
Production above mentioned : — 

Germany, England and Wales, 

Size of Holdings. Cattle per Size of Holdings. Cattle per 

Acres. 100 acres. Acres. 100 acres. 

6 to 12i ... 34 1 to 5 “26 

12J „ 60 ... 26 .6 „ 50 29 

60 „260 ... 19 51 „ 300 21 

250 and over ... 10 301 and over 14 


But the number of stock kept is no criterion of total output, 
for in England and Wales the proportion of arable land rises as 
the number of cattle per 100 acres falls with the increase in size 
of holdings, and the output of other products rises as the output 
of stock products falls. Even when the number of stock per 100 
acres is similar, it does not follow^’that rate of output will be 
the same. 

Such criticisms might be extended, but some matters of prin- 
ciple are of more importance. Nearly every table and diagram 
is devoted to the suggestion that the production of our agricultural 
industry is too low ; and the assertion is made that “the rate of 
production with us is about £A per acre, in Belgium it is about 
five times as high — £20.” This may be trae, and yet we might 
make a mistake if we tried to raise our production to the Belgian 
level. It never occurs to Mr. Tumor that the rate per acre is 
not the only criterion of production. There are three standard? 
which must be applied in any judgment of the results of a system 

agricultural production: (1) rate per unit of land; (2) rate 
unit of labour; (3) rate per unit of capital. The neglect of 
any one of these may lead to false conclusions and to grave error 
in any policy of reform which is based on the results of Ae 
examination. So far as is known, the production per man in 
JEngland “ as high as in any other ^European country except* 
PenmaT k ; and if ^e Eastern counti^ are ccnsidered as one unit 
the tpro&icticn^^r man in that Brea, wheTo soil and climate are 
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somewhat similar to those of Denmark, is nearly as high as in 
thatoountry. However, the general point is importa^and those 
who are interested i&ould see a recent note in this Journal 
(March, 1917) on* some of "Mr. T. H. Middleton’s German 
figures, also Mi;. C. S. Orwin’s Determination of Farming Costs, 
and Part V. of the Agricultural Statistics, 1912 (Cd. 7271, 1914). 
On the rate of production per unit of capital in. various countries 
there is very little reliable information, but there is reason to 
believe that the English system compares favourably with others 
in this respect. At any rate, it is worth while considering that 
the earnings of persons engaged in agriculture are generally higher 
in Great Britain than in any other European country. Earnings 
of agriculturists are higher than in Great Britain only in those 
new countries in which the ratio of labour to land is lower than 
in this country. The return of output per man and per unit of 
capital determines the standard of living for cultivators and 
employees, and no system which fails to give a due return for 
labour can succeed in inducing the population to enter or remain 
in an agricultural occupation while other occupations are open. 
No system which fails to give a true return to capital can attract 
capital while other investments are offered. The great attractions 
to British labour and capital are urban industry and colonial 
development, because there the returns to labour and* capital are 
higher than in our agriculture. 

Here another point raised by Mr. Tumor is of great import- 
ance. It is that of the law of diminishing returns. Pie criticises 
the economists who put forward .this law as a reason for not 
attempting to reach the maximum of production from a given 
area of land, and says that “they have no practical knowledge 
of the productivity of land.” But if he will read some recent 
works of the economists, notably Mr. Clay’s Economics for the 
General Reader, be will find a much more comprehensive con- 
sideration of the law and the qualifications which arise than any 
he has given. He quotes Sir John Lawes’s work in the conquest 
of natural forces as an example of the type of qualification that 
is necessary, but he forgets that Lawes was one of the strongest 
and best-informed supporters that the law of diminishing returnli 
(as applied to agriculjture) ever had. Also, Mr. Prothero recently 
put a strong case for the law in the Edinburgh Review (October, 
1916). Surely Lawes and Prothero have some practical know- 
ledge of the productivity of land ! Still, Mr. Tumor is right when 
tie lays empharispn the present possibility of securing increasing 
returns on many farms. He only fails to realise the true 
-No. 109.-— VOL. xxvin. a 
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tbeoretiid^ and practical position of the tendency to diminishi^ 
retnrns. id in a weaker position when he deals with re^t 
(p. 36), for he shows a complete lack- of understanding of the. 
theory of “differential rent.” Nor will his theory that in agri- 
coltnre the tendency of organisation is from large- to small-scale 
production bear examination with reference to all the available 
data. There is an essential difference between the movement 
from small workshops to large factories which is not especially 
fostered by any State or social action and that from large farms 
to small holdings for which all the machinery and power of the 
State are used. Indeed, as in England, the machinery of the 
^tate does not always succeed in stopping the movement from 
small to large holdings. From 1908 to 1914, 12,584 holdings were 
created, but the total number of holdings under 50 acres increased 
only by 2,513, and the area under holdings of this size actually 
decreased to the extent of 95,000 acres ! Some of the prac|ical 
suggestions made later in the volume are fairly sound, but they 
are not altogether the outcome of the author’s collection and 
examination of facts. 

The second volume contains, besides the Report of the 
Minority of the Departmental Committee on Settlement and 
Employment of Soldiers on the Land, an essay of fifty pages by 
“ Free Trader ” on “ The Policy of the Plough ” ; a contribution 
of sixteen pages by Mr. A. D. Hall on “Eeclamatkm of 
Land” ; and a short Addendum of twelve pages on “Agricultural 
Organisation, Housing, and Village Life,” by the signatories of 
the Report. The essay by “Free Trader ” strikes the reviewer 
as the work of one who has, somewhat sentimentally and un- 
necessarily, forsworn his faith. Naturally figures play a part in 
this essay. These are mostly drawn from Mr. T. H. Middleton’s 
Recent Development of Gernuin Agriculture. Now the German 
agricultural policy was dictated partly because agriculture was 
regarded as one aspect of the means of martial defence or aggres- 
sion. , When this reason for a policy is adopted, means which are 
essentially uneconomic under ordinary industrial conditions cto 
be sanctioned and the loss involved cheerfully faced. But Ger- 
had no large colonies mainly devoted to the production of 
fciS^or the cmtsumption of a white population with which to 
'maintain trade. Had this been the case, hw agricultural policy 
would probably have ^en very different from the one she adopted. 
^ And English Free Traders will do well to ocmsider the effedi 
M^he Hionial e(»Qomic.; and politicid situation before tltoy leiu! 
their support to the of securiilg n^axintam gross p!od«etM»i 
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from the land of the United Kingdom. For every unit of food 
Britain fails to import Canada and Australia must find another 
market, or cease to produce that amount. For every unit of 
manufactured goods these countries fail to buy in Britain, be- 
cause they cannot exchange their food products, they must buy 
elsewhere or produce for themselves. The gross production of 
the colonies will not remain stationary , and evexj decrease in 
trade with Great Britain will necessitate an increase in other 
directions. There must be either a movement of population from 
agriculture to manufacture to sustain the balance of a home trade ; 
or an increase in foreign trade with otiier countries. It appears 
that Germany and the United States will be two of the increasing 
markets for food within the next generation, and it would be a 
strange result of a new agricultural policy in the United Kingdom 
if, on one hand, it fostered trade between these countries and the 
new countries of the British Empire, or, on the other, made the 
new countries of the Empire commercially self-supporting. 
Mutual trade has been one of the strongest Imperial bonds, and 
with the growth of new trade conditions or relations there is a 
possibility of new political tendencies. The political development 
of the Empire may or may not be permanently affected by 
emotions which are now general, but economic considerations are 
apt to carry more weight, and have a more permanent influence, 
than social emotions, and these possibilities are worthy of con- 
sideration. 

It is true, of course, that if population were transferred from 
urban industry to agriculture within the United Kingdom the 
consumption of the agricultural classes would increase ; but it 
does not follow that this increase would be in proportion to the 
total increase in agricultural population, or that total national 
production and trade would be the same after the transference as 
before. Should the production per man in agriculture be less 
than in urban industry, or the production per man in British 
agriculture be less than that per man in Isolonial. agriculture, 
total production and trade will inevitably fall. For instance, if 
the value of production of a man engaged in urban industry is 
^150 per annum and he is transferred to agriculture nnd^r ai" 
system in which he will produce only a value of £100, produdtMi, 
consumption and trade,- as regards each man so transferred, will 
fall in the ratio of one-third. And it is known that value of pro- 
duction per man in agriculture is lower than that per man in many 
urban industries in Great Britain. The font great elements of 
dMensive power are man-power, industrial productive power, food, 
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and finance. We may easily weaken our defensive power at 
points — ^indultrial production and finance — by an ill-considered 
policy of agricultural production, to say nothing of the possibility- 
of Weakening Imperial ties. 

The argument on the amount of production per man so far 
leaves out of consideration the nature of the goods produced — 
or the relative necessity for producing them. There is no doubt 
whatever that there is a necessity for an increase in the amount 
of food produfied nearly all over the world, and especially in the 
United Kingdom. However, this does not mean that the resources 
of civilisation are so poor that in order to increase the margin 
Qf safety in regard to food supply the population must be pre- 
{^ed to reduce its production and consumption of other neces- 
saries. Nor is the argument to be regarded as a plea against 
attempts to develop our agricultural system or to increase its 
production. This can be done on sound and economic lines, but 
methods must be considered in relation to all the relative data 
available, and on broad Imperial lines. Eventually the only 
method of securing increased production economically is the 
application of all scientific and mechanical knowledge which is 
available, and by gaining new knowledge of methods of conquer- 
ing natural forces where this is required. The economic success 
of even such measures as guaranteed prices eventually depends’ 
upon the extent to which they succeed in inducing farmers to 
adopt improved practices, for a continual subsidy to agriMlture 
means a weakening of national resource hi other directions. 

Solne of the recommendations of the Minority Of the Com- 
mittee, such as guaranteed prices and the relation of wages, 
have been embodied in legislation ; and others are still worthy of 
consideration. The possibilities of land reclamation wee still 
lai^e, and the means of development of agriculture by education, 
by the illustration of tiie valuouof business methods and Organisa- 
tion — ^in other words, by the' application of scientific and busi- 
ness knowledge — are still waiting to be exploited. And thw'are, 
after ail, the only methods of securing oontinupd advsmce. Theire 
is reascm to believe that |be ^sent campaign for increasii^ 
*pto|uetkm ftar the period of thf war is caning the minds of 
iieil in contiol of the ibdustiy to new and great ;posaib^ties. 
But it remains tp be semi whether these ^11 be saffijdettt to 
attract kdmnr and C8|ntal to tiie land on a adf-suppcuting htMis, 
.or Whether scawe form qf permanent subsidy .will be eeqtdrwJ. 

A' W. Ash®* 
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The Determination of Farming Costs. By C. S. Obwin. Pp. 144. 

(Oxford: The Clarendon Press. 1917. 5s. net.) 

The Director of the Institute established recently at Oxford 
for Besearch in. Agricultural Economics has published an inform- 
ing study at an opportune moment. It will, we believe, give a 
powerful, beneficial impulse to the thoughts and acts of en- 
lightened landlords and capable tenants. Nor, we may add, 
should this exhaustive review of results obtained from scrutiny 
at the Institute of tabulated records kept by a few keen farmers 
in different parts of the country prove of little use to others. 
Such, we think, are those responsible for the administrative 
action of the Government Departments concerned with rural life, 
and those ambitious to inspire and guide popular opinion in its 
quest for legislation on agrarian affairs. The work accomplished 
and presented in this volume has been, we must remember, con- 
ducted within the strict limits set, and under the extraordinary 
conditions peremptorily imposed, by the distressful period of 
costly world-wide war through which we are passing. It is the 
promise of the future in this matter, as in others, rather than the 
achievement of the present to which we look with hope and 
confidence. But we can nevertheless accept without reserve Mr. 
Orwin’s contention in his final chapter. We will quote his words. 
He there says : “Not only should a familiarity with farming costs 
be essential to individrial farmers in the direction and develop- 
ment of their own management, but the ability to compare the 
experience of many individuals is .of fundamental importance in 
the framing of national policy. At the present time far-reaching 
reforms are under discussion, and the introduction of new factors 
in production is being urged, none of which can be stated or 
considered scientifically without access to reliable statistical 
nmtter upon which to tose the proposed changes.” ' 

He cites as illustrative examples the legislative guarantee of 
a minimum price of wheat and the debated question Of the size 
of holdings. In both matters the “determination of farming 
costs ” is obviously desirable or necessary as a preliminary to an 
handling or a correct solution and, similarly, thd 
banking “world is likely to be more ready to lOnd the capital, which, 
available on reasonable terms in sufficient quantity, would 
assuredly help materially all kinds of agricultural enWprise, as 
it annsts trade and manufacture, if the jwactice of acconntancy 
becomes an int^ral part of fanning management. The cogency 
of such comiderations is indeed irresistible. Mr. Orwin is, we 
ho^, forcing im Open door when he pleads in his general intro- 
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ductiotf the famer of the future must, or should, adt^ . 
maintahi approjved business methods. Of these the keeping bf 
accounts, fOT the purpose of ascertaining costs, is, we agr^,- 
elementary. The uSe of scientific knowledge, placed more fully ^ 
at disposal by recent experiments in laboratories and on fams, 
and popularised through more active effort in instruction and 
advertisement-by the central government or by appropriate local 
bodies, may rightly be considered indispensable to continued 
success in cultivating land for cereals or for grasses and in rearing 
the different varieties of live-stock. But it should also be accom- 
panied and directed by more regular systems of buying and of 
filing ; and the general business of production in the primary 
industry of the country should proceed on the lines and use the 
methods and the instruments which have won recognition by 
their merits in prosperous manufacture and remunerative trade- 
We now need in fact once more the- assiduous enthusiasm of 
an eloquent evangelist like Arthur Young who will discourse as 
that indefatigable tourist did. In reiterated sermons up and down 
the countryside. But his text should be “Farmera must keep 

accounts.” • • 

By the full bibliography which he has furnished Mr. Orwm 
shows that the .literature of the fetil^t is larger than we had 
thought; and it exhibits signs of continuing vigorous growth, for 
which our author himself, by writing previous to the present 
book, has, as we note, been responsible in no small degrees He 
disarms our criticism now by the frank admission that the work 
which he and others have done in this matter at the Oxford 
Institute js “still at the beginning.” It has not, he remarks, 
‘’yet reac^V the stage at which generalisations can be made.” 
Nevertht^^, we are sure that he is right in bis contention that 
it is imj^rtant to have “in a number of cases an exhaustive and 
pn.j Anf.ifip'. analysis of ftffming costs ” ; and he is, we are confidrat, 
no less correct in his conclusion that, “if this can be done in a 
number of typical farms, the results will have a value as supplying 
standards of comparison.” It is a commonplace of sta^tics that 
from a small number of select data large inferences can be securely 
and advantageously obtained if the samples submitted and ex- 
amined are sufficiently representative. This kind of work has 
been tried here, and, in spite of the disturbance in the sequepce, 
and reduction in the number, of the records occasioned by the 
war, the results obtained are so interesting ^d dluminative as 
- dully tp justify their pfesentation in this timely book. 

The origin^ task indeed of the aecount^keeping contemplated 
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may, '«! Mr. Orwin wisely allows, be, or seem at any rate to be, 
“improfitable to an “ordinary’^ farmer. The expense and 
trouble needed to ensure the desired end may appear, and may 
in fact prove, excessive in his case. But nevertheless he can, 
and will, bene^t through the experience, industry, and outlay, 
in %his direction as in others, of the more elect, wealthy, and 
enterprising of his*brethren. We can readily conceive that Mr. 
Orwin and his collaborators see avenues opening by which oppor- 
tune advice may be drawn from such records, kept by progressive 
agriculturists, and conveyed to the general community of farmers ; 
and accordingly we hail him as a bold pioneer of promising 
exploration — such, in fact, as the Institute, ot which he is 
Director-, ought to initiate in fulfilment of the objects for which 
it was established. 

_ L. L. Price 

The Ecommic Development of Modern Europe, By F. A. Ogg, 
Ph.D. (Macmillan. 1917. Pp. xvi + 657.) 

In this volume Mr. Ogg, the author of The Governments of 
Europe and .Social Progress in Contemporary Europe, has dealt 
mainly with the economic ^^velopment of England, Germany, and 
France in the nineteentlP century. There is also a chapter on 
Eussia and an introduction of 114 pages sketchirfg European 
development prior to the nin^eenth century. The book, with its 
leaded paragraphs, is obviously intended for the undergraduate 
rather than the teacher, and is not 'founded on original research,, 
but aims rather at giving the results of the investigations of the 
authors of many specialised books and monographs, on recent eco- 
nomic history. Any economic history written in j^^||sh dealing 
with French, German, and Eussian development in juxtaposition 
is welcome, and this is the least unsatisfactory booji of the kind 
known to me; 

Its main defects are twofold. There are no leading ideas 
which help the student to grasp the trend of the century as a 
whole, and a large part of the most important happenings of the 
nineteenth century are either entirely omitted or so subordinated 
as to give a one-sided impression of the period. There is prac- 
tically nothing but stray remarks about banking, finance, colonisa- 
tion, the growth of modern joint-stock trading, monopolies, and 
combinations. The nineteenth century, judging by the space 
allotted (two-thirds), seems to Mr. Ogg to consist chiefly of labour 
organisation, Socialism, and labour legislation. 

The arrangement of the book is not calculated to help the 
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student to grasp eadi country’s development. It would, 
reviewfflf’s opinion, have been better had one a)untry been tali^ 
at a time in sdl its aspects. Failing the national method, 
hbtory of the century, which divides itself for Europe qn^- 
feasibly at 1848 and 1870, might have been dealt with in period, 
and an enumeration of the salient charact^istics of each perid€ 
would have helped the student to grasp the details of the geil|^ll| 
trend in each country. - ' - 

As it is, one large section (123 pages) is devoted to Agri- 
culture, Industry, and Trade in France, Germany, and England. 
Population and Labour is a second division, and Socialism and 
Social Insurance forms the third and last division — these two 
filling 298 pages. 

Eailways, which are certainly one of the epoch-making 
economic factors of the world, are relegated with canals and 
steamships to nineteen pages, and Mr. Ogg fails to give a true 
impression of the nineteenth celftury ^exjause he has not really 
grasped the fact that we live in a ijulwky civilisation. 

The last century was largely determined by two revolu- 
tions — ^the one industrial, the other commercial. The first hinges 
round the coming of machinery worked by steam power, which 
meant the development of coal, iron, "chemicals, and towns; the 
other pivots on the fact that a new agency was introduced which 
enabled men to move masses of heavy things with ease and 
rapidity, and which made light of ^geographical obstacles. The 
industrial revolution could not have proceeded ?.t the rate at 
which it did proceed unless railways and steamships had been 
developed to bring the vast quantities of coal and raw materials 
to the place of utilisation and to transport the finished goods ; the 
canals jffoved themselves quite inadequate for the task. With 
mechanical transport at once punctual and swift, the trade of 
the world was revolutionised and the values of countries altered. 
Commerce was* carried on in a new class of article, namely, the 
bulky and the perishable articles never before moved in quanti- 
ties. Iron, steel, and coal supersede in importance spices, silks, 
and colonial goods, and food products, hitherto only moved at 
famine prices and in small quantities, form the basis of one of 
the great exchange businesses of the world. The railways effect 
the penetration of interiors and the aboliticto of geographical 
limitatimis. Hence Germany, a country hampered by a short 
c^l^bst-line and barred to the south by the Alps, become, when 
is opened, a MediternSawan 'power and the gr^t 
' coihiMrcial |n 
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" ^Haim^red by the facts that her chief rivers flow north, md 
trai^c on them^ is impeded by ice and drought part of the 
,^r, Germany is yet enabled to become the exchange place of 
is^ Continent through her central position, which enables the 
i^ilways to receive and distribute goods sent east, west, and south 
In "‘the countries on her borders. Thanks to railways, moreover, 
nil; Central Powers can penetrate to Constantinople by land and 
^trade with the Levant. The fact that railways penetrate in- 
teriors enables men to move in new countries from the coasts 
inland and to settle in parts remote from the river highways. 
Hence colonies, once a mere fringe of coast-line, develop into 
great continental possessions when once their bulky produce is 
transportable and they can obtain manufactures by rail. The 
result for Europe was a scramble for markets, the opening up'of 
Africa, the struggle to control tropical products, and the great 
emigration of the European to fill up the Middle West of the 
United States and the continent of South America. 

The economic history ’^.of J^urope becomes, therefore, in the 
last quarter of the nineteenth century, the economic history of 
the world. All trade and economic policy is altered by the fact 
that transport has largely abolished distance, made new goods 
transferable and new populations mobile, and has given new 
values to continental areas. Of all this there is in Mr. Ogg’s 
book no trace. Instead of describing the revolution which rail- 
ways have wrought in the German economic position, he only 
says (p. 248) that in “no country has the advance of trade and 
industry been affected more profoundly by the development of 
facilities of transport than in Germany.'’ 

It is a considerable drawback to a text-book of^ this kind that 
the origins of the tables of figures are so rarely given. For 
instance, on p. 153 Mr. Ogg gives the figures of the coal mined in 
England during 1800-1913. The figure for the year ‘1850 is given 
as 49 million tons. On p. 144 he gives the figure for that year as 
66 million tons. Which is right ^ There is no reference to the 
source. Where Mr. Ogg does quote his authority for his figures 
he sometimes takes them from another authority who equally 
neglects to state his sources for the figures quoted. Thus on 
pp. 162 and 367 reference is made ^to the work on Industrial 
Bistqry written by Mr. Perris, who, in his turn, gives no refer- 
ence to the source of the figures in question. 

There is a long bibliography at the end of each chapter ,lbut 
it is very undis<3riminating. For instance, in Chapter XIII., on 
French Trade in the Nineteenth Century,” the authorities given 
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mclude a book entitled France in the Twentieth Century {W. iii.| 
George), abd following it comes Pigeonnean’s Histoire du Com^i 
merce^ Nothing is, ho^yever, said to indicate that'^Pigeonnean 
deals with llgither the eighteenth nor the nineteenth centuries, 
but stops at Kichelieu. It is, moreover, surely invidious when 
quoting English authorities to put Briggs’ Econ 0 fnic History of 
JSwgffo^ (reviewed on p. 404 of the Economic Journal of 1915), 
which is a mere examinees’ book, in the same category as a 
monumental work like Cunningham’s Growth of English Industry 
and Commerce without indicating the different scope of each. 
Such indispensable tools of the economic historian as the 
Statistical Abstract, the Annuaire Statistique, or the Statis- 
tisches Jahrbuch, the fiscal blue-books and other standard 
Government publications, should also have been included in any 
bibliography of recent economic history. 

I can conceive that anyone attacking economic history for the 
first time and using this book might consider economic history 
to be dull instead of being the most fascinating subject in the 
world. This is because the book lacks illumination. Neverthe- 
less, the book is bound to be useful, as it practically has the field 
to itself. 

L. Knowles 


Economic Conditions, 1816-1914. By H. R. Hodges. (London : 

George Allen and Unwin. 1917. Pp. 91.) 

Whoever advised Mr. Hodges to publish his essay in its 
present form did no true service either to him or to the general 
public. A dissertation may well be deserving of a college prize 
(this obtained the Carl Philip Eeitlinger Prize in the University 
of London in 1915) and yet be quite unsuitable to be published 
in book form without much alteration and expansion. This essay, 
whose contents correspond but ill to its ambitious title, is inadequate 
in every direction. The sketch of economic conditions in 1816 
is not based on any real research into original sources of informa- 
tion ; a tiny fragment of the ground is covered in an utterly 
perfunctory manner, and the omissions are so glaring as to 
render quite valueless the picture of England, whether at ^e 
beginning of the nineteenth m of the twentieth century. The 
Water's equipment in respect both of historical knowledge and 
gi^sp of gnomic theory does Hot seem eqnal to his task. The 
teir facts^and figures for which be is able to find space are hot 
brought into relation to one ahe^i^^ nor is any attempt made 
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Id measure the relative significance of the different changes 
which have taken place* 

A few examples will give point to the above criticisms. Half 
a page is devoted to trade unions; no figures ar^^ven of their 
growth and mjembership, and they are only cited as organisations 
which are hostile to trade-mobility ! No mention is made of co- 
operation in any of its forms or of friendly societies and volun- 
tary thrift. National insurance receives one line. The significance , 
of the development of the economic activities of Government is 
ignored, save for a few figures showing the increase in natiofial 
expenditure. No data are provided showing the growth of capital 
and income since 1815, nor is any. estimate made of the effect 
which the economic changes of the past century have had on 
the distribution of wealth. In the chapter entitled “Eemunera- 
tion ” there are no details of Wages in the different industries, 
and the writer has been content to reproduce some general index 
numbers of w^ages from writings by Mr. Bowley and Mr. G. H. 
Wood. Such omissions speak for themselves. The diagrams in 
this book merit a word of criticism. They are for the most 
part drawn in so slovenly a manner and the basis on which they 
are constructed is so carefully concealed that they defeat their 
own object and merely achieve obscurity. 

< C. W. Guillebaud 


Cornmerce and the Empire: 1914 and after. By Edward 

PuLSFORD. (London: P. ,S. King and Son. 1917. Pp. 

X4-248. Price 7s, 6d. net.) 

Mr. Pulsford, writing in Sydney, complains vigorously of 
the disadvantage Australian statesmen are under in any contro- 
versy blisrtng to the length of time which has tq, elapse before 
they can reply effectively to arguments put forward by 
writers in this country or Canada, but he has managed to 
produce a very timely contribution to the discussion of future 
fiscal policy. His book is not well arranged or ‘well proportioned, 
but he strikes out with* energy and makes many hits in his 
attacks upon the scheme of inter-Dominion preferences. In 
1911, he tells us (p. 151), the South Africans calculated that 
their goods were receiving, under the preference arrangements, 
rebates amounting to £6,745 in Australia, New Zealand and 
Canada, while South Africa was giving rebates amounting to 
462,093 on goods conodng from those Domdnions ; and he remarks 
with justice that calculations of this kind are likely to be a 
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diaruptiv^ iorce. New Zealand, as he records, has actnally mad|^| 

arrangeipents by Act of Parliament for the reduction or abolitioh^ 
of duties under preferential arrangemenl# -“to an extent that the 
estimated revenue so remitted shall equal as nearly as possible 
the remission ” made ’by the other party to the agreement* He 
asks ns to imagine the difficulties when changes take place and 
what was equal at the beginning ceases to be so. A Conference of 
Australian Chambers of Commerce held at Hobart recommended 
that Canada and New Zealand should adopt reciprocity “ with a 
due regard to the protection of the individual States,” ignoring 
the fact that the very essence of reciprocity is disregard of protec- 
tion. On the whole inter-Dominion part of the p<dicy of Imperial 
Preference Mr. Pulsford is well worth reading by anyone inter- 
ested either way in that policy. He also provides some pungent 
criticism of the Trade-War policy, showing how it would damage 
the British Empire and ruin several of our smaller Allies. 

Edwin Cannan 

Democracy After the War. By J. A. Hobson. (London : Georgfe 

Allen and Unwin. Pp. 215.) 

It is a little difficult to deal with this book while paying due 
regard to an editorial hint that reviews for the Journal should 
be economic rather than political. The present time, more than 
any other, is marked by a subordination of the economic to the 
political : have not the nations made up their minds to fight not 
only to the last man, but to the last shilling, franc, crown, or 
mark (and those all paper ones), not for their material welfare, 
but for something else, which, whatever it be, is certainly a 
political object? And Mr. Hobson is always political so political 
that in this book he must even maintain that a doctrin^ whiih 
we are accustomed to regard as, if anything, ultra-academical, 

■ the marginal theory of value, is a “new support fmr the old 
capitalist positions” which has been “quite recently ”^most of 
us would say “nearly fifty years ago ” — “invented and foisted into 
intellectual circulation.” 

But under the pressure Of^widespreadjatarvation the world is 
certain to return from politics vo eeonctoics, and we may speculate 
~we can scarcely do more-^bout .the changes in echhomjc 
. organisation likely to have, beep brought about by , thd war. Mr* 
Hobson, as might be expected from the consistency of his Oareer, 
stales by the '^d lights of ^te Socialism. He a^its that ^the 
Stefe,” by ‘which, I think, he means States in general, hot 

Btate, alone, will ccnne ou^ pf the war eonrad<m^ly dte- 
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credited by military and economic failures, and he is alive to 
the importance of the ^‘disposition in some labour quarters to 
give the go-by to the State,” but he regards this disposition a® 
“indefensible.” “The vision,” he says, “of a working-class 
organisation building up for itself an economic State, governed 
by the workers and for the workers, within the political State, 
but virtually independent of that State " for the regulation of 
economic life, is a dangerous phantasy.” And, again: “The 
notion of two States, one a federation of trades and guilds running 
the whole body of economic arrangements for the nation by repre- 
sentative committees based upon common interests of industry, 
the other a pdlitical State running the services related to internal 
and external order, and only concerned to intervene in economic 
affairs at a few reserved points of contact, will not bear criticism.” 
Perhaps not, but why must we assume that “the nation” must 
be the unit within which the reformed industrial organisation 
must be confined? In the last chapter of the book Mr. Hobson 
declares strongly in favour of internationalism as against the 
“close State,” but his internationalism means relations between 
national units rather than anything in the nature of obliteration 
of the dividing lines between these units. This is a striking 
example of the persistence of nationalism in economics. Por if 
the possibility of war between “nations” is eliminated, there is 
little reason why labour organisations, as well as capital organisa- 
tions, should not overlap national boundaries. Within living 
memory there has been a considerable enlargement of the areas 
over which labour organisationa. spread ; they already “give the 
go-by” to most “local authorities,” including the authorities of 
“ States ” in federations. It seems shortsighted ’to suppose that 
-labour organisation may not be at some future' time as capable 
of giving the go-by to the Governments of the United States and 
Canada as it is now to the States of New York and ''Massachusetts 
or the municipalities of, Manchester and Liverpool. Is feudalism, 
in the sense of a connection between the individual and definite 
parcels of land, to endure for ever? At one time it was necessary 
for the people of a village to carry on their agriculture in common ; 
now it is convenient for the peopl^of a town to have a common 
waterworks and sometimes a cordon tranrway. There must 
alwayl be a good deal of eccmomic^tivity based on local divisions, 
and the divisions adopted in our age for fighting purposes may 
often continue to be accepted in a more peaceful one for the 
management of railways end suchlike, }ust as thi ancient king- 
dom of Kent survives for the management of main roads at 
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preseati But that these territories, or any territories, must be; 
the basis of 4he Mnd of future economic organisation. after which' 
Socialists vaguely aspire seems a rash pu^sition to lay down. In 
the chapter on “ Militarism and CapitaliA ” Mr. Hobson enlarges 
on the manner in which capitalist syndicalism had before the war 
spread itself over the \i?t)rld, so that different States armed them- 
selves for the approaching conflict by buying from practically the 
eame body. May not the labour organisations of the future be 
equally widespread, and, for better or worse, equally* powerful;? 

Edwin Cani^n 

Buskin College Reorganisation of Industry. Series HI. Some 
Economic Aspects of International Relations. Commercial 
Policy and our Food Supply. By H. Sandbeson Pdeniss, 
M.A. The Influence of the War on Commercial Policy. 
By Edwin Cannan, M.A., LL.D. Capitalism and Inter- 
national Relations. By A. E. ZimmBrn, M.A. (Oxford : 
Euskin College, 1917. Pp. 89). 

In the first of these three papers Mr. Eurniss’ main theme 
is the question of the food supply of Great Britain considered as a 
particular case of the “ defence versus opulence ’ ’ problem. It is 
possible that the methods of producing our home-grown food 
might be improved, and that the volume of production might be 
increased without our suffering any economic loss, but this is a 
relatively unimportant matter. As Mr. Fumiss points out, the 
increase required to render the country self-sufficient so far as' 
food is concerned would involve us in a heavy economic loss. 
Moreover, food is not our only requirement. Anyone who has 
given a minute’s thought to the nature and volume of our essen- 
tial imports during this war must realise that, under anything 
like modern conditions, a self-sufficient Great Britain for the 
purposes of defence is an impossible scheme. . If, when this war 
ends, we have to take the possibility of future wars into account, 
we shall probably be wiser to rely upmi militaiy apd naval means 
to jwqyent an effective blockade, and to risk their proving a 
failure, than to ruin the country economically by attempting to 
achieve the* impwsible ideal ^4^1f-sufficiency. This view, which 
is advanced with some hesitiilmiv'by Mr. Furniss, finds strong 
support in Prof^sOT Cannan’s paper, in which attention ia also 
. drawn to the other great dastructive effect of the self-sufficiency 
Belize. ’‘The cult oS. naticma! self-sufficiency,” says Professor 
Caiman, “is incompatible with peace, since it must inevitably 
rend«r warfare perpetual by makk^ it necessary for each nation 



96 


1919] BTTSKIK OOL£J%»B BBOBOAinSAIXOB OF IBPTrSTBY 

to gral) territory which contains the source of some product 
which it has not got in its existing territory, and which it must 
have in order to be selfeidBicient. We have seen a little of this 
already ; it would be roOTe and more serious, the more intense 
the worship of* self-sufficiency.” * 

But, if the nations abandon the ideal of self-sufficiency for the 
purposes of defence, it is still possible that, on purely eco- 
nomic grounds, they may pursue an economic policy which causes 
ants^nism and war. Mr. Zimmern is of the opinion that the 
economic policy of the world has caused wars in the past, and 
with this opinion few will disagree. But what has been the 
really harmful feature of the course which we have been accus- 
tomed to pursue? To this more definite question Mr. Zimmern’s 
answer is vague and unsatisfying. To his mind it seems that the 
radical evils are capitalism and the search for profit, and fil 
national policy based upon altruism rather than upon self-interest 
and competitive bargaining is not in his view inherently impracti- 
cable. There is, however, no serious attempt in his paper to 
suggest the means for carrying out such a policy. We are told 
that the nucleus of the necessary machinery is already in opera- 
tion in the shape of the executives which have been created for 
securing and distributing the essential commodities required by 
the Allies and by neutrals. But does Mr. Zimmern hnagine that 
such bodies conduct their operations without any resort to the 
methods of competitive bargaining? Again, does he suggest that, 
because we require special machinery for the administration of 
relief, and the settlement of disputes arising out of monopoly 
situations and other abnormal cases, we require similar machi- 
nery to deal with the vast volume of the more ordinary trans- 
actions which have hitherto been conducted with considerable 
success by the machinery of the market-place? It is not the 
system of barter, and the search for profit which are evil, but the 
misunderstandings and misuses of barter which have far too often 
destroyed it and replaced it by theft. That we need some control 
of the market-place and some protection against thieves and fools, 
both national and international, is now seldom disputed, and we 
are also acquiring each year a fullgr understanding of the truth 
that in the long run every indiyilti^l is likely to gain by giving 
such consideration to the wants of others as is conduciYe to the 
maximum satisfaction of the world as a whole. But the concrete 
problems of competitive bargaining and of the disputes which 
must occasionally arise froin it cannot be avoided, and those 
who are concerned about the reconstruction of the world after this 
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catastroi^e will do well to fix their atteBtion primarily Bot b 
aB — 


** Abstract intellectual plan of 
Quite irrespective of life’s plai^^est laws, ^ ^ 

But one, a man, who is a man and nothing more, 

May lead witli^ a world which, by your leave, 

Is Rome or London, not Fool’s Paradise.” 

Oswald T, J'alk 


YSfldskfigets Ekonomi, By Ep F. Heckscheb. (Stockhdlm : 

P. A, Norstedt & Soners Forlag. 1915. Cr. 8vo. Pp. 

243.) 

The discussion of the economics of the great world struggle 
dn which we are engaged has occupied thinkers throughout the 
civilised world. Professor Heckscher was early in the field, 
fortifying himself with information gathered in a journey through 
a number of the belligerent countries. He gives comparatively 
little space to the statistical data collected, in part for the very 
sound reason that many of the most vital particulars for a statis- 
tical discussion were not available to him, and will not be made 
public till the conclusion of the war, and perhaps not then. His 
inquiries ,in Germany contribute to the information furnished 
in the volume little that was not already known, and the statistics 
actually given are derived almost exclusively from English 
sources. Jt may be noted in passing that the interpretation of 
the trade statistics of the United Kingdom is not entirely satis- 
factory, as it appears to be assumed that the figures of our 
exports of such goods as iron and steel, fabric^ of wool, etc., to 
France relate to supplies for the British forces on the Western 
front. 

The book is mainly devoted to a discussion of the great changes 
in economic organisation consequent on the absorption in military 
operations of a large part of the male population of many coun- 
tries. These problems, in th^ general features, have received 
constant attention among ourselves, and much^of the argument 
of^flie Swedish professor is tolerably familiar to the readers of 
this JoamAh, Th| rema^|j8^ degree of adaptability of industry 
to war cot0itibns#% fe«i^^%hich, striking as it is, has b^oonie 
familil^ since the when this ^book was in preparation. It 
has manifested itself arAmg' hf j^^roups of beUigerents, and fur- 
ground for hope that4l^ reverse procem of4nmsformation 
he Itchieved witboi^ the catastrophes which appear to some 

J of prepararionlir war forms the subfS# of an 
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important part of the book, and the author concludes that the 
only satisfactory way is to establish reserve stores of vital com- 
modities, particularly thofi^e which are obtained by importation 
from abroad. He rejects the alternative of import duties to en- 
courage home -production, holding that the desired results can 
be more economically and effectively obtained by storage. The 
desirability of accumulating a store of goods in preparation for 
war is not held to extend to the case of gold, the accumulation 
of a gold reserve for such a purpose being regarded as an ineffec- 
tive financial measure. 

If we can say that, to English readti's, the lines of the Swedish 
professoi’s discussion of war economics present little of novelty, 
it does not by any means follow that the book is lacking in 
interest and stimulus. Among the more important of the con- 
clusions reached is that it is a mistake to assert that war condi-"^ 
tions have rendered invalid the ordinary principles of economic 
reasoning. So far from this being the case, our author asserts that 
the events of the war confirm and establish the justice of the 
accepted principles. The conditions to which they are applied 
are changed, but the yalidity of the principles themselves remains 
unshaken. It is probable that, with the more varied experience 
afforded as the war progresses, this conclusion, at any irate, will 
not be abandoned when the author continues his discussion, for 
it is unlikely that he will be content with a survey limited to the 
first year of war. A. W. Flux 

The Development of Rates of ‘ Postage. An historical and 
analytical stu3y by A. D. Smith, B.Sc.CEcon.), of the Secre- 
tary’s Office, General Post Office, London ; with an Intro- 
duction by the Et. Hon. Herbert Samuel, M.P., Postmaster- 
General, 1910-14 and 1915-16. (London : George Allen 
and Unwin. 1917. Pp. 431. 8vo. Price 165. net.) 

This is one of those useful pieces of work which save a vast 
amount of labour to future students of its subject. The author 
writes with inside, knowledge, has been afforded official facilities 
and official encouragement, and meets with sopaething approach- 
ing official approval in the commendf^pn of aii ex-Postmaster- 
General, whose judgment will be generally endorsed. 

The history is full and documented, "it covers the letter, 
newspaper, an^parcel rates in England, Canada, the United 
States, France, and Germany, the minor rates (for books, post- 
cards, samples, etc.), international rates, and local rates (the 
Specially low charges for letters poeted and delivered in Ihe same 
No. 109.— VOL. XXVHI. H 
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postal area). Bat the part of greatest interest to the economist 
and the politician is the analytical section and conclusion, of 
fifty-three pages, the appendix on Post Office Eevenue, and the 
graphs of gross and net revenue, postal rates, and other statistics. 

Much is being heard, and more will be heard, of the value of 
cost , accounting in Government business. The Post Office has 
set an excellent example, and we have here published for the 
first time a detailed description of the method by which the cost 
of dealing with the various kinds of postal packets is calculated. 
The method rests upon various assumptions which need from 
time to time to be tested and verified anew, and upon estimates 
which leave in some places room for a considerable margin of 
error. But the method is on the whole sound, and, in the hands 
of those who understand its limitations, yields valuable results. 
Both the methods and results of cost accounting in general are 
doomed to discredit and discouragement if left to those who have 
not the statistical training, insight, and special qualifications to 
bring out the true figures and interpret their real bearing. In 
this, as in other matters, publicity *as to the way in which the 
figures are arrived at is a great safeguard, and brings its reward 
in criticism and suggestion. 

Cost accounting in the Post Office is an instrument for testing 
the needs of offices, numbers of staff required, and generally for 
controlling expenditure. In the volume before us it is applied 
to the costs of certain branches of the postal service and to tl^ 
comparison of expenditure upon the letter post, postcards, newlr 
papers, parcels, etc., with the receipts from postage in respect 
of each branch. This dissection of the postal surplus will be 
serviceable to future writers upon public finance ; but it is hardly 
fair to the author to give his results away in a review. 

Mr. Smith has done his work well. The fact that this is thd 
fiftieth volume in the series of monographs by writers connect^ 
with the London School of Economics calls for a word of con-* 
gratulation to the School upon the stimulus which it has given 
to economic research in this country and upon the high standard 
of quality which it has maintained. Henry Higos 

Efficiency Methods: an Introduction to Scientific Manag entente 
By M. McKillop, M.A., and A. D; McKillop, B. Sc. (Eng.), 
C.E. (Routledge and Sons, Ltd. 1917. Pp. viii+216/ 
Price 4^. fid. net.) . 

, The subject of scientific management was discussed at some 
length in the JoURKAn for September, 1917^ m a rcToew of 
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Scientific Management , Vol. I. of Harvard Business Studies,” 
and a re-examination of the matter may be here dispensed with. 
The beginner will find the present little book an extremely useful 
introduction to a hbtly contested discussion, and for that, purpose 
it may be cordially recommended. The advantages of real effi- 
ciency and the good points of the methods suggested are clearly 
set forth, but no less emphasis is laid on the dangers of a false 
“science” cloaking ordinary capitalist driving. The need 
for the management to become efficient itself before it 
starts out to reform the workshop, and the imperative necessity 
for associating the workmen with evc*‘y step in the reform pro- 
cess, are kept in the foreground. The reader’s special atten- 
tion should be given to the chapter on trade unions. 

Henry W. Macrosty 

Outlines of Political Economy. By S. J. Chapman, M.A. 
(London: Longmans. Third Edition. 1917. Pp. xvi + 
463.) 

The present volume is the third revised and enlarged edition 
of Professor Chapman’s Outlines.^ The general scheme of 
the work is unchanged, but there are two additional chapters on 
the Development of Political Economy, and a number of altera- 
tions in detail are to be observed. For example, the treatment 
*of quasi-rent, which in the earlier editions was distinctly un- 
orthodox, is here brought into line with the doctrine as expounded 
by Marshall. The experience of' the war is adduced with con- 
siderable effect in several places, but those hasty writers, who 
believe that the war has shown up the economists and knocked 
the bottom out of their most cherished theories, would derive 
scant encouragement from a comparison of the present edition 
of Professor Chapman’s book with that which was published in 
1911. In these pages, at least, the basic conception?; and theories 
of political economy remain firm and unshaken, and those stal- 
wart protagonists, the laws of supply and demand, still hold the 
field against all comers. 

Professor Chapman appears to have written these “Outlines” 
principally for the university student, and his book is to be com- 
mended to any (other than absolute beginners) who wish to gain 
a clear idea of the general content of theoretical political economy. 
The method which he has adopted has been to survey a large 
of the field covered by economics and to bring out in each 

^ The first edition was reviewed in the Economic Joubnaii of March, 1912 . 

H 2 
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case' briefly aiid ^ncisely the chief theoretical points of interest 
involved. His mainstay throughout is the marginal concept, 
the great value of which is undeniable; nevertheless, if used 
quite as insistently as it is here, it is apt to give an air of some- 
what academic unreality to what is one of the most vital and 
human of all subjects. This book has grown out of lectures to 
students at Manchester University, but the present reviewer, 
who imbibed his. first notions about economics while sitting at 
Professor Chapman’s feet, is conscious of a feeling of disappoint- 
ment at finding the written sentence turn out — or so it appears 
to him— oold and uninspiring as compared with the well-remem- 
bered magic of the spoken word. Perhaps, also, the rather 
didactic presentation of the subject proper to a course of elemen- 
tary lectures is apt to become rather a source of irritation when 
met with in print. The writing of an elementary text-book on 
any subject is a difficult and a thankless task, but a special danger 
besets the path of the writer on economics, who has to steer 
§lear both of the-Scylla of journalese and the Charybdis of mere 
academicism. The criterion of success is the extent to which 
an intelligent but uninitiated layman is enabled to realise the 
subject, is given a clear grasp of principle, and is imbued with 
a keen desire to follow up what he has learnt. It is difficult to 
imagine either a business man or a manual worker turning with 
pleasure to this book in his leisure hours in the hope of picking 
up general notions of the teachings of economics. The book 
seems unnecessarily academic in treatment and outlook ; it would 
surely have gained very greatly in interest and value if its scope 
had been somewhat restricted and a considerable amount of space 
devoted instead to illustrations drawn not from the imagination, 
but from the actual facts of business experience. 

Professor Chapman is well known for his writings on indus- 
trial and labour questions and for his great knot^edge of prac- 
tical affairs, which has gained for him the respect of many of the 
hard-headed manufacturers and business men of Lancashire. 
Will he not now earn the gratitude of a very wide public by 
combining in his next book his knowledge of men, cff the 
manifold springs of their actions, and of the actual mechanism 
and functioning of modem industry and commerce with his gift 
for clear exposition and his mastery of economic theory? 

C. W. GulIiLEBAUD 



NOTES AND MEMORANDA 


Reports on National Expenditure. 

Finance Accounts of the United Kingdom for the year 1916-17 
(H. of C. Paper 102 of 1917, 85 pp., 6d.) ; First Report from 
the Select Committee on National Expenditure (151 of 1917, 
10 pp., 2d .) ; Second Report (167 of 1917, 22 pp., dd.) ; and 
Third Report (188 of 1917, 4 pp.. Id.) 

The Finance Accounts appeared unusually late this year and 
only in time for this number of the Journal. A wholly laudable, 
but somewhat pathetic, striving for economy has led to the 
disappearance of some dozen blank or nearly blank pages and of 
the familiar blue cover. Otherwise, to a superficij.1 view, the 
war has made little difference : the sum paid for the salaries of 
the Six Trumpeters in Edinburgh has fallen from £98 8s. 5d. 
before the war to £77 5s. lOd. because “the salary of one Tnim- 
peter has been suspended for the period of his absence on military 
service,” but “The Poor Scholars of Oxford,” though the pro- 
portion of them absent is more like 5 in 6 than 1 ‘in 6, receive as 
usual the £3 Is. 6d. which they have had ever since the riot on 
St. Sepulchre’s Day in the reign of John. Some day, perhaps, 
after the war the Treasury may find time to eliminate unneces- 
sary detail, and insert instead more particulars about some of the 
larger items. 

Comparing the figures with those of the last year of peace, 
1913-14, we find that the total expenses of civil government, 
including education, old-age pensions, health and unemployment 
insurance, labour exchanges, grants in aid of local taxation, and 
the Post Office have remained almost stationary at about £97m., 
natural increases and increases due to the war being about 
balanced by war economies and savings due to absences on mili- 
tary service. Interest on debt, including that on the “Other 
Capital Liabilities,” was about £20m. in 1913-14 and had risen to 
about £128m. in 1916-17, but this is the amount actually paid 
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while the aggregate liabilities were lai^ely increasing. The 
interest payable on what was due at the end of the year must be 
in the neighbourhood of £190m. And finally, naval and military 
expenses were, excluding repayment of debt in military and naval 
votes, about £7 5m. in 1913-14 and £1 ,971m. in 1916-17. The 
corresponding figure for 1915-16 was £l,398m. and for the eight 
war inonths of 1914-15 it may be put at i6410m., making a total 
to March 31st of £3, 779m., or, if we deduct £213m. for naval 
and military expenses on the scale prevailing just before thp war, 
£3, 666m. for the special cost of the war. The Committee on 
Nlitional Expenditure make it £6 ,000m. up to September 30th, 
1917. 

If we assume that the war had to begin and cannot be stopped, 
we may still find it interesting to inquire whether it ought to 
have cost so much, and possibly advantageous as well as interest- 
ing to inquire whether its cost should continue on its upward 
course. For this purpose the Committee on National Expenditure 
have been appointed, and, so far as can be seen at present, they 
are doing very good work and likely to be of great service. They 
have made a large number of useful suggestions on points of 
detail which, in the aggregate, may mean the saving of hundreds 
of millions, and they have also managed to bring out some prin- 
ciples neglect of which has cost our own State and the com- 
munity of nations even larger sums. One of these appears in §9 
of the First Eeport. It is what, when once stated, seems a very 
obvious truth — that in the choice between different military poli- 
cies their comparative cost is one of the matters which should be 
taken into consideration, or, in other words, if there are two ways 
of gaining the same end, the cheaper ought to be preferred. 
The Committee found that “the Imperial General Staff, who are 
the advisers of H.M. Government on all matters of military 
operations, are not instructed to consider, and do not regard it as 
part of their functions to consider, the money cost of any policy 
which they may propose.” 

In the Second Report they touch, though with a much less 
certain hand, an even more important cause pf expense, the belief 
that the war ought to be and can be carried on without any 
economic loss except that of the luxuries of the wealthy. They 
are sure that neither the percentage of profits nor the commodi- 
and services which can be purchased with wages should be 
iD^riBa^d; y consequence qf the War, but they shrink from bold 
hj^rtipn of the tndlh that mass of the population must not 
ea^ipct to bf as. well off in war a% in peace. < The furthest they 
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will go is to be found in §33 : “ The strongest case should be re- 
quired to be established before any advance of wages is conceded 
on any ground other than the rise in the cost of living. Nor 
should it be regarded as a rule — and we have no reason to think 
that- Labour in general desires that it should — that wage-earners 
in receipt of not inadequate pay before the war should be 63^- 
empted from all share in the economic sacrifices involved by a 
state of war.’’ They recognise in §32 that increases of wages to 
meet the increased cost of living result in still further increase in 
cost of living and vastly increase the cost of the war, but they 
fail to draw the inference that wages ought not to be increased to 
meet the cost of living, that if they were not, the cost of living 
would not rise so much, and the cost of the war would be less, 
while at the same time the actual necessaries and comforts enjoyed 
by the mass of the population would have been greater than it 
is because the required reduction of consumption would have been 
effected quietly and economically in normal ways instead of by 
the noisy and wasteful methods of Sir Arthur Yapp, Lord 
Ehondda, and all the other Controllers with their gigantic staffs 
of flappers and incapable men. Far from attempting in a 
futile manner to keep the mass of the population in the same 
comfort as before by raising their money-wages, a State which 
wished to carry on a war of the present magnitude ought to have 
endeavoured at once to reduce their net money means by heavy 
taxation. It is true that something in that way was done, but 
how little 1 The yield of Customs and Excise together only rose 
from i075m. in 1913-14 to dG127m. in 1916-17. Though per 
capita money income has increased enormously in the hundred 
years, and especially in the last three years, the higher figure 
means little more per head than was paid towards the end of the 
Napoleonic war. Having given too much and taken too little 
directly, the State might still indirectly have got btick some con- 
siderable amount of what it had squandered, by allowing the 
people to pay high prices and taking the profits resulting from 
them. But no ! Instead of that it sells cheap when it has got 
the whole supply of an article in its own hands, and cuts off the 
yield of the excess profits tax by enforcing maximum prices upon 
other sellers. And the results are the queue, equal rations, and 
the most dangerous discontent among a people which has plenty 
of money but cannot buy anything except drapery. 

Some complain of a vicious circle ” and say they cannot see 
where to break it. Expenditure rises because prices rise, and 
prices rise because expenditure rises. But the simile of the kitten 
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chasing its tail is far more appropriate. If the kitten will go 
slower the tail will go slower. The seat of volition is in the 
Government. The Chairman of the Committee complained in 
the House of Commons on January 30th that in the half-year 
since it was appointed, while its recommendations for economy 
in detail had been largely adopted, increases of expenditure add- 
ing nothing whatever to the goods and services obtained by the 
Government had been sanctioned to the extent of :6196m. per 
annum — ^just about the whole expenditure of the State before the 
war. 


Tli« subsidy giveu to reduce the price of bread 

Subsidy given to growers of potatoes ... ... 

Further bonus given to bakers to encourage them to use potatoes 
in the baking of bread ... ... ... ... ... ... 

Increase in the payment of soldiers and sailors ... 

Additional sums paid in increased pay to officers of the Army 

Mid Navy ... ... 

Bonus or wage advance to miners ' 

Bonus or wage advance to munition workers, direct and indirect... 

Ditto, railway workers 

Ditto, Civil servants .... ... ... 

Ditta, teachers in Ireland ... ... ... 

Ditto, Irish police 

Additional grant to the National Insurance Fund ... 


£ 

46.000. 000 
6,000,000 

160,000 

65.000. 000 

7,360,000 

20 . 000 . 000 

40.000. 000 

10 . 000 . 000 
3,000,000 

170.000 

100.000 
400,000 


Total increase ... £196,170,000 


Faced by such profligacy, we call to mind the truest of all pro- 
verbs : “Light come, light go.” Government can spend sums 
nine times as large as its pre-war expenditure and more than 
equal to the pre-war total income of all its subjects because it is 
able to get the money by other means than taxation. If confined 
to taxation, it would be prevented from raising so much by the 
unpopularity of additional imposts : spending less, it would still 
be able to get just as much as at pre^nt owing to the lower level 
of wages and prices within the country, and the people would be 
somewhat better off. 

The contribution made by taxation to the cost of the war 
shown by the accounts before us is considerable in proportion to 
the pre-war taxation, but trifling'in comparison witli the total ex- 
penditure. Customs and Excise, as already mentioned, rose from 
J675m. before the war to ^127m. in' 1916-17, income tax and 
si^er fax from £47m. to £205m„ anff the excess profits tax 
yielded :6140m., a total increase of :6360m., the pther branches 
oi t,axation remaining neariy the same. Increase of taxation thus 
jHio^ed only about one-s^th tff the increase of expeiidittire. 
Though the yield will be larger during the present yeu;, there 
is Utt '4 |H^osp^ of the pcop0rti<m. |iping much above one-sixth. 
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The rest of the increase of expenditure was provided for by 
increase of debt as shown in the following table : — 


“ NATIONAI. ” or “ DEADWEIGHT DEBT ’’ 1914-17 
(million £ at March 31) 

1914. 1915. 1916. 

1917, 

Funded debt, including terminable 
annuities 

616 

611 

345 

342 

per cent. War Stock and Bonds 1925-8 

— 

349 

63 

63 

H M M 1925-46 

— 

— 

900 

20 

6 „ „ „ 1929-47 

— 

— 

— 

2,067 

4 per cent, tax compounded 1929-42 

— 

— 

— 

52 

6 per cent. American loan, 1920 

— 

— 

51 

51 

War expenditure cert ideates (2 years) ... 

— 

— 

— 

24 

War Savings certificates (6 years) 

- 

— 

1 

74 

Exchequer bonds 2 | and 3 per cent. 1915 

20 

17 

— 

— 

„ „ 3 per cent. 1920 

— 

50 

22 

22 

„ „ 5 per cent. 1919, ’20, ’21 

— 

— 

155 

167 

„ „ 6 per cent. 1920 

— 

— 

— 

142 

Treasury Bills 

13 

77 

667 

464 

Temporary Advances 


— 

20 

218 

Other debt ... 

— 

— 

9 

317 

Total.,. 

650 

1,106 

2,133 

4,011 

Increase in the year 

465 

1,028 

1 1,878 


Unlike the increase of debt during the previous “Great War,” 
which greatly exceeded the amount of money borrowed, the 
increase shown here does not differ much from the sums actually 
received, as the dimiuution in the capital of the debt involved 
in the conversion of Consols into War Loan has to be set against 
the discounts and expenses of the new issues. The total includes 
the amount obtained by the issue of currency notes in excess of 
issue as exceeded the £28Jm. of gold held against them, as this 
excess is “invested” in taking up one or other of the securities 
named in it. 

The amount, at first sight, seems astonishing and incredible 
if we place any reliance on pre-war estimates of national income 
as something probably under £2 ,400m. and national savings 
a& something probably under d6400m. Individuals certainly are 
not saving all their incomes beyond what is exacted in taxation 
and lending them to Government ! But astonishment and incre- 
dulity diminish when we reflect that' money comes out from the 
Exchequer as fast as it goes in, and even, owing to the weekly 
issue of about a million of fresh currency notes, a little faster. 
The profusion of Government allows its subjects to lend it more 
jpaoney — the growing profusion of Government allows its subjects 
to lend it larger anff larger amounts. If the Government, recog- 
nising the national importance of the production of sound eco- 
nomic opinion, will provide a subsidy of £50 for each article in 
the Economic Journal, the present writer, at any rate, will be 
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ready to mvest ^60 in War Bonds — nay, he will, to save trouble^ , 
accept payment in War Bonds. Writers on public finance have 
fumbled over the “limits to public expenditure,’* the prices of 
commodities and services being taken as fixed, or the effects of 
bhange ""being eliminated by discussing percentages of income. 
The power of Governments to obtain human energy for the pur- 
pose of fighting the enemy is certainly limited, but the limitation 
is based, not, on the impossibility of getting more money, but on 
the limitation of the quantity* of energy available. Provided the 
money is paid out, it can be raked in again. It could be raked 
in again (the excess profits duty furnishes an easy example) by 
taxation as well as by borrowing except for the fact that the 
human mind appreciates the futility of the business better when 
£100 collected by the State means immediately £100 paid by the 
subjects in taxes than when £100 received means £100 imme- 
diately paid away for the prospect of receiving £5 (less income 
tax) per annum, while at the same time paying in the future 
enough additional taxes to pay that income plus expenses of 
management of debt and the cost, direct and indirect, of col- 
lecting the new taxes. 

The possibility of paying out and raking in indefinitely large 
sums seems to be bound up with the co-existence of a currency 
which can be indefinitely enlarged. A finite currency, such as 
that provided by a particular metal, will be found insufiScient, its 
insufficiency will cause a want of confidence, and the want of 
confidence will prevent money being lent sufficiently rapidly, 
to maintain the profuse expenditure. Hence the perpetually 
increasing issues of paper money even by the more solvent 
Governments, to whom the amounts secured by the issues them- 
selves are comparatively unimportant. The Committee look with 
some suspicion on the issue of currency notes, but blunder badly 
in adopting the view that it would raise prices more to pay the 
additions to the issue out dyrectly to contractors and other persons 
employed by the Government in exchange for services performed 
by them than to pay them to banks which give in exchange other 
currency which can be so paid out. What possible difference can 
it make whether a munitioner gets a pound-note hot from the 
press or cold? EdwIN CanNAN 
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ON ABSOLUTE PEICE, AND INDEX NUMBEBS 

OF PEICE. 

L 

• • 

It is a truism that there cannot be a simultaneous rise in all 
values : and it is equally obvious, after a moment’s thinking, that 
there cannot even be rises in the value of some commodities 
which prevail in magnitude over .the' falls in others, for that 
would mean a rise in the average value. If such a state of things 
appears to exist, it implies that values have not been accurately 
measured ; and this again is referable to the want of a proper 
standard of value. 

To arrive at a proper standard we proceed as follows : — 

Let the person a possess a quantity ai of a certain commodity. 

,, „ a ,, „ ^2 ,, another 

,, ,, h ,, ,, >> the first ,, 

and so on. And let the prices of these commodities, in terms 
of any standard, be Pi, p^, etc. 

So that the wealth of the person a is 

= Pl«l + P2«2 + . • • = tpa 

Then the total amount of the first commodity is 

Qi = + 

and the total wealth of the community is 

^ Qi + P 2 Q 2 + = ^PQ 

Now suppose that while the goods in existence remain the 
same as before, the subjective valuation of them by the people 
changes, for any reason ; so that the price of the first commodity, 
in terms of the same standard as before, becomes pi + Spi and 
so on. 

Then the increase in the total wealth of the community is 
SF = Q^bp^ + Q^Sp^ + . . . . 

Now in general this increase, being expressed in terms of an 
arbitrary standard (say for brevity, gold) will not be zero. But 
it seems to accord with the essential meaning of the term “ value ” 
that such a subjective revaluation as we have supposed should 
not imply a change in total wealth, but that any gain in value 
of some commodities is necessarily at the expense of a loss by 
others, such that the total is unchanged. Adopting this view, we 
require ^ new standard to which gold prices must be reduced, 
and we shall give to this the designation ‘‘absolute,” and obtain 
Definition (1) 
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“AiAoiwlc ^ice i$ price expressed in terms of a standard^ 
such that a revaluation of commodities, unaccompanied by any 
change in their amount, causes no change in the total of wealth.” 

Then let g be the price of gold in terms of the absolute 
standard, and the absolute price of any commodity be 


Then 


IT = gp 


SZirQ = 0 = SlgpQ 


or 

gXQSp + XpQ . = 0 

whence 

hg _ XQSp _ SQSp 

— w 


( 1 ) 


This equation enables us to express the fluctuations in the 
absolute price of gold, and consequently .to realise the absolute 
standard of value (except for a constant factor, which is arbitrary 
and of no importance). 

This definition, however, is not the only possible one, and 
it may be objected that when a subjective revaluation occurs, 
the efforts of the community will no longer be directed in the 
same way as before ; but that insofar as the continued production 
of new goods is in question, the condition of unchanged production 
is really inconsistent with the premiss of changed values. We 
ought rather to suppose that production is modified to suit the new 
values, but that the total of productive effort remains the same 
as before. We then obtain Definition (2) : 

‘ ‘ A bsolute price is price expressed in terms of a standard 
such that a revaluation of commodities, accompanied by the 
consequent redistribution of effort in production, the total of 
effort being unchanged, causes no change in the total of wealth.** 

Let g* be the price of gold in terms of this new standard, 

and 

w' = 

the fir^t commodity 


Then the wealth of this kind produced under the new con- 
ditmns will be {p, + {Qi -f and will exceed the total 
^Her <d& condifek*s by ; , 

; *<(1 rb «i) 


be the price of any commodity. 

Let Cl be the elasticity of supply of 
expressed in gold prices, or 
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Similp’ly let «i be the elasticity of supply expressed in absolute 
prices, so that the increase in the wealth of the first kind is 

and the increase in total wealth 

SW = S(1 4- e)QSv = 0 

by definition. 

[For the changes in the Q’s are not arbitrary, but are connected 
by the condition that their sum must be such as to save as much 
effort in some directions as is spent in others.] 

But 

ir'BQ _ g'pBQ 

* “ QStt' ~ + pW) 

so that 

e _ g'hp + pSg' 

« g'ip 

Hence 

s»' = x(n.«-^s;^)«W+5-sp) 

+ phg' + eg'ip) 

= + (1 + = 0 

Or g/ SQ(1 + e)gp _ IQQ. + e)Sp 

g' ~ "ZQp W ^. . . \ ) 

The first of these definitions may be distinguished as the 
“ capital,” the second as the “income” definition of absolute 
price. 

Subjective revaluations in nature are not abrupt, though 
they may be rapid (e.fif., on outbreak of war) ; we must therefore 
suppose, in order to realise the first definition, that tLe revaluation 
happens in a time too short for an appreciable change in the 
existing stock of goods. In order to realise the second definition, 
it must be supposed to happen in a time too short to admit of ajl 
appreciable change in the amount of natural resources, capital, 
labour and enterpriser’s ability in existence. The term “effort ” 
in the definition is to be taken as including the use of the material 
factors available for the human effort. 

If the money used by the community be not a mere means 
of exchange, but has value in itself, it must be counted as one 
of the commodities : for it, of course, 8p = 0. 

n. 

Index numbers are based on the theory that changes in the 
value <rf gold are measured inversely by changes in the weighted 
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mefifli of gold priqes. This would appear to be in accordance 
with equatioh U) ; but the commodities chosen for calculating 
index numbers are always such as form* an important part of 
income rather than of capital. Hence the customary index num- 
bers while they give a workable approximation in the case of 
changes due to abundance or scarcity of money, do not apply 
correctly to such cases of revaluation as are considered above. 
On the other hand, the basis of index numbers is not consistent 
with equation (2). (Though the inconsistency, being only in the 
weighting, may not be important in practice.) 

Any arbitrary set of changes in prices and quantities may be 
expressed as the sum of a change in demand (or subjective revalua- 
tion) and a change in supply (or in effort), in the foregoing. At 
first sight it might be thought that on allowing for the latter, the 
absolute price of gold might be determined by means of the change 
in demand. 

But the equation of exchange is : — 

SnpQ = MV (3) 

where n is the number of times any piece of wealth is sold, M is 
the amount of money, and V the frequency with which it is used. 
Now, if the quantity and frequency of money remain the same, it 
is clear that a knowledge of the conditions of supply and demand 
alone will not enable us to calculate Sp since n is unknown. Of 
course, if the are known historically equation (1) can be ap- 
plied to find the absolute price of gold ; but if only the nature of the 
change in demand is known, equation (1) can only be applied in- 
such a way as to satisfy equation (3). That is, an index number, 
even if it took into account all commodities, and was weighted 
in accordance with their quantity, would only give correctly 
changes in the value of gold due to monetary changes, but not 
those due to changes in supply and demand of commodities {i.c., 
if value be identified with absolute price as defined in this paper). 

m. 

At the beginning of the war an abrupt change in demand 
caused the value of most consumption goods to rise relatively to 
most instrumental goods (including with the latter durable con- 
sumption goods like houses). Now, the quantity of consumption 
goods in existence is much smaller than that of instrumental, but 
value^of n for the fqf'mer much exceeds that for the latter. 
I^isequently, although S-nQJp was p^tive, that of tQBp was 
^Begative, hence by, (1) % was pCflt^ive, i.e., the absolute price of 
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gold rose. (Money ii^, of ^jourse, much in request in time of cri&is.) 
Subsequently, monetary inflation tended to neutralise the rise in 
value of money, while exaggerating the rise in the gold price of 
consumable goods. * 

At a later stage the assumption of a constant stock of goods 
involved in equation (1) is to be replaced by the assumption under- 
lying equation (2) of cotistant effort turned into new directions. 
Later still no doubt the total of effort was increased. 

The extremely high gold price of consumption goods in the 
later years of the war cannot be explained in accordance with 
equation (3) entirely by an increase iu M and a decrease in Q 
No doubt there is inflation of currency, not neutralised, in England 
at least, by hoarding; also the total output of goods is probably 
less than in peace time, despite greater effort. Bat it is worth 
while enquiring whether a decrease in n is not of importance 
too. This comes about in two ways ; a great part of the effort 
goes to produce a commodity — military service — that is only sold 
once. Secondly, the difficulties placed in the way of trade, and 
especially of speculation, would diminish n and so tend to raise 
gold prices ; a consequence almost ludicrously in conflict with 
the intentions of governments in discouraging speculation. 

The phenomena observed in a commercial crisis are in many 
ways similar to those of the first phase of the war ; ^commercial 
cycles generally afford good illustrations of the theory. 

If the taxable income of the United Kingdom for the last 
half century ^ be graphed, it will be found to show marked 
inequalities of progress. If the figures be reduced by means of 
Sauerbeck’s index number the series shows almost equal irregu- 
larities in the opposite sense. The curve is made much smoother 
by the use of a new index number = Sauerbeck’s index + 85. 
This of course is far from showing that the new index is correct ; 
but it may serve to show that for some purposes the usual indices 
like Sauerbeck’s are incorrect. 

E. A. Lehfeldt 

Johannesburg, 

June, 1917. 


Exteacts from German Periodicals Relatino. to the War. 

The Annalen des DeutscJien Reiches, 1917, Nos. 1-4, gives a 
good analysis of the Auxiliary Service Act. The principal objects 
of the Act are to place supplies of labour at the disposal of the 
munitions industries and to set free for the Army men hitherto 

* Stamp, J. C. : British Incomes and Property, p. 318. 

■M 
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in&^ii8%bt0 at'&Sme. Every male German between the ages ef > 
17 and di is^fele auxiliary service, provided he has not be^| 
called tip for army service. Every German is subject to auxilisBr/ 
service without distinction of rank, position, or calling, irrespeotive 
of the class of the population to which he 'belongs, whether he is 
an employer or an employee, whether he is a manufacturer;^ a 
trader, an artisan, a business man, or a’^farmer, whether he is a 
member of the learned professions or a labourer, whether he is 
rich or poor, whether he is dependent on his own labour for his 
subsistence or not. 

Men liable to military service are also liable to auxiliary 
service. During the period when they are in the Army, however, 
the latter obligation is dormant. But if a man is discharged, it,, 
comes into force again automatically. This is particularly impor- 
tant in the case of tnen who are temp<^rarily exempted, and who, 
during the period between their discharge and their return t6 the" 
Army are subject "to auxiliary service. 

The auxiliary service obligation falls only upon men. It does 
not apply to females or to lads under 17. There was, indeed, a 
movement among German women to bring about their inclusion 
in the Act. But no urgent necessity for this was recognised. 
There is no la<^nf felhale workers. The labour market in 
general always mows a large sur|dus of women workers. It was 
therefore not necessary to make women also liable to patriotic 
auxiliary service. This does not mean that there was any desire 
to dispense with the services of the women. The voluntary offer 
of those services is expected. 

The competent authorities have the right, within the scope 
of the Act to dispose of the activities of every private individual. 
Any man liable to au^liary service can at any time be called up 
for it, and indeed, as is the case wit^)|nilitary service, even when 
living abroad. The Auxiliary Service Act divides the entire 
economic life into two parts — ^that which is ccmcerned l^th the 
war and that which is not. The former is called “patriotic^ auxili- 
ary service.’* In this more important class is placed work 
in connection with ofificial bodies, 4n war industries, in agriculture 
and forestry, in sickruursing, in war economy organisations of 
every kind, or in other ocedpations or businesses which are of 
direct or indirect importance for the conduct of the war or 
supplying the people’s needs. 

' In carrying out the required fearrangements the voluntary 
j^$ilciple is to be employi^^as far as possible. (But by a new order 
of Nov. 9 a larger measure of j(x>3ppulsion is introduced). There 
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are ©iaE<3lfete provisione for the legal prote<jtioili^ t>i those liable to. 
...pixiliary service. *< 

r.The whole of the administi^tiop is in military hands,; Deci- 
sions are entrusted to committees which are vari<iiisly con^ituted 
according to th§ n^ure of their duties. They are of three types : 
(1|, Committees which have to decide : — (a) Whether ^^n occupar 
tion or business within^e meaning ofe^the Act is of importance, 
directly or indirectly, for the conduct of the war or supplying 
the people’s needs ; (b) Whether and to what extent the number 
persons employed in a calling, an organisation, or a business 
^si&eds its requirements. (2) Commit tee^wj;uch have to decide 
as to the calling up of indivi<ki||s liable to auxiliary service. 

, (3) Committees which have to decide appeals again|t refusal to 
g]^t % leaving certificate^ (thp,^^,tij0L^ate whi^ a man JiAble to 
f^xiliary service must bi^ ffbm his prcvi^^ns employer before 
^he M engaged by another)./ " 

; Thus, without shaking the foundations of economic life, it will 
be possible to divert large numbers of men unessential 

oceupa|iK)ns to war industries. 

” Th^ December number of Technilc und Wirtschaft (No. 35, 
1917) cites results obtained from the employment of women in war 
industries, especially in foundries. * 

The output of the women only in exoeptiShal. cases equal 
to that of the men ; as a general rule they average § or J of a man’s 
production. The use of special clothing for women, such as vests, 
trousers, and caps, had a very favourable influence on the increase 
in production. By wearing male attire, women are able to under- 
take work of a kind which they had hitherto been prevented 
doing, and as a result of this the nuniber of male staff can be 
reduced. Another qonsequejice of this spe^^l attire for women is 
that they are better able ^ resist changes^bf temperature (as is 
the case in foundries), and are thus le^ liable to" catch colds. 
Vests, ^ousers^jllild caps also give better protection against %ist, 
and aJ^^a safeguard against accidents. 

As to wages, it is rather difficult to a^pl^pt the principle used in 
machinery shops, namely, paj^ng women*, ior piece-work §rcf a 
man’s salaip Work changes constantly in foundries, an€ a 
casting which is made to-day by a man may be made to-morrow 
by a woman. To avoid difficulties, which most likely would arise 
if one and the same kind of ^ork was paid on a different scale, it 
has been thought bett^ to pay women at the same rate as men. 
One danger will always remain — ^that women will endeavour to 
get employment in the machine shops, a kind, of work 'v^rhich they 
No, 109. — ^von. xxvra. 
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oudolbtedlv prefer, xisijjeii the high” wages offered them 
have no ^re*iharm4for th^. « 

AoQiaxding to the statistics of> the General Local Sick Pay 
Office, Berlin, In Dec., 1916, only 16.7 pet cent, of the women 
(of the men 62.6 per cent.) earned more thin Mk.S.lS a day, 
25.8' per Itent. (men 14.3 per cent.) had an income of from 
Mk.2.16 toMk.3.15, and 68 per cent.'%nen 23.1 per cent.) did 
jPot receive a daily wage of Mk.2.16. A similar state of things is 
revealed by*ffgnres lately issued by the Leipzig Local Sick Pay 
Office, " ^ 

Statistics quoted from Deutsche Metallarheiter, Nov. 27, shB# 
the following contrast between the daily wage (in marks) of men 
and women. . . ' ' # 



Men* 

Women. 

Unskilled 

50 

3-50 

Stampers 

4*60 

30 

Warehomie hands ... 

7-60 

40 

Crane drivers 

8-60. 

6-50 


It appears that Krupp’s pay their unmarried men fopifininter^v 
rupted work after three months a special bonus of Mk.25,4whereas.v‘' 
women only receive Mk.20. (Soziale Praxis, Nov .27.) 

According to the Soziale Praxis (Jan.lO), the number of women, , 
employed on toe Prussian railway system, amounting before the 
war to 10,000, is now 100,000. t)n the whole their employment ' 
has been so successful that the Minister of Eailways intends to 
increase considerably the number of women . employees for the 
duration of the war. In many departments women have proved’’ 
themselves fully the equals of men, but when physical strength 
is required, aii, for example, in keeping the lines in repair, and in 
the workshops,^ women can only do 60 to 76 per cent, of the work 
performed by the men. 

In Die Konjunctur (Oct.l7) the%?ell-known editor of that 
organ, Eichard Calwer, deprecates the order which was about to 
be issued by the German Bundefflrat to the effect that a-epecial 
licence will be required : 1. For the formation of joint stock 
companies of all descriptions if their share capital amounts to mc&'e 
thin Mk.300,000. 2. For an increase of the capit^of such com- 
panies if such increase exceeds the stlm of Mk.300,o!l), with other 
provisions intended {sresumably to withhold access to the money- 
market from those not devoted to war industries. What is r«dly 
intmided, observes Dr. Calwer, is that a central office (Emissions- 
^trale) conducted bjt^t|ie Reichsbank is to be empowered to 
^m^de wl^ether hr no ‘a cMppany is to be permitted to increase 
But<j|even the’ beajhpJonducted' and best-equipped , 
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cannot rightly appreciaH the necessity for new ilsnes 
as affecting p^ate interests^ " and still less as affecting* 
national interests. It has to proc^l m accordance with a fixed 
and rigid scheme. ' It will be just in the period of transition 
economy that ^this ^policy will give rise to the greatest blunders 
and injuries since it is then that the greatest freedom of action 
possible will be needed in order to stimulate and increase the 
spirit of industrial enterprise. Furthermore, the limitation of un-^ 
restricted issues at that juncture cannot be wholly effective. The 
C^tral Issues Office can indeed prevent capital increases in the 
latter, but the companies concerned will then endeavour to find a 
way to procure themselves the necessary capital by some other 
method, and thence will result an extremely unhealthy develop- 
ment, the disadvantages of which will far exceed those arising from 
unrestricted issues. No check, for example, will be placed on 
large private concerns which increase their cSpital, but only on 
joint-stock companies. From this differential treatment conse- 
guences^will fofflow which will be the more objectionable the more 
the liberty of action of share companies is restricted, yet it is 
proposed thus to fetter the share companies not only during the 
war, but also in the period of transition economy. Here again 
%ve see the triumph of the idea which lies at the root of the system 
^of compulsory wai economy that economic activities can be and 
must be regulated from a bureaucratic standpoint. In spite of 
the experiences of war economy the fact still fails to gain recog- 
nition that for such a regulation to be effective the necessary power 
to enforce it is lacking, and that economic life is in revolt against 
any such regulation and is finding ways and means tp escape froin 
it. 

In the Dusseldorf Chamber of Commerce, Dr. Otto Brandt, 
argued against the intention of Government to create mono- ^ 
polies in order to meet the burden of war. This intention was 
announced by Dr. Michaelis, then Chancellor, and Herr Schiffer, 
Under-Secretary of State for the Imperial Treasury. Compulsory 
Syndicates, who for the protection of Government would pay a 
tax are recommended by Geheimer Kommerzienrat Caro. Bra^t 
argued as folfows : — * 

Caro is prepared to permit the Government to have mono- 
poly instead of compulsory syndicates, for its syndicates some- 
what resemble monopolies, and this demand is advanced still 
more strongly in other quarters. Shortly after the outbreak of the 
war Prof. Jaff6 lou^ voiced the demand^for the “militarisation 
of economic life,” and challenged the Government to get rid of 
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empbjarB’ profits by taking over industries and monopolisiug| 

tfaein-, ‘ ‘ 

The Gk)vemment is obviously ready to take this hint, since 
it believes it has at its disposal soil well pr^ared for such efforts 
by the effects of the war and the compulsory economic system 
which it involves, and is counting upon ihe fact that industry, 
which no longer presents a united front against compulsory syndi- 
cates and monopolies, is a force too weak to be able to undertake 
a vigorous defence of private enterprise. For this reason Herren 
Michaelis and Schiffer have announced that the Government^ on 
financial grounds, is about to create monopolies for meeting thi 
burdens of the war, and has at the same time declared aluminium 
and nitrated to be monopolised industries. What^other raw mate- 
rials or industries are to be Subjected to similar treatment we do 
not know, but so much we can say, that the raw material indus- 
tries and the grain trade are the first' that it is proposed to 
nationalise. 

It is indeed' hardly necessary to describe in detail the^angers 
lurking in these plans for Germany’s economic life both at home 
and abroad. In no circumstances is it possible to agree with the 
Imperial Chancellor’s idea that monopolies must be introduced for 
financial reasons, in spite of the fact that they will, as he freely 
admits, be more expensive in their working and, as he somewhat 
mildly puts it, will injure the quality of the goods. The danger 
that Germany may not produce her goods and especially raw 
material (which is to be the chief subject for monopolisation) as 
well and as cheaply as possible, but dearer and worse than industry 
must demand and than other nations are able to do, is indeed very 
^reat, since everyone knows that even before the war our indus- 
4riis esbuld (Mly make their way on the world’s markets by their 
^ewseless endeavours to keep down the prime cost. Whoever, like 
the Imperial Chancellor, is firmly convinced that monopolies have 
the consequences mentioned must, in my opinion, give preference 
to any^0her means of raising money. In criticising Goy|mm©nt 
monopolies it is not merely a question as to whether they me cheap 
an^good, or bad and dear, in their working, but what must turn 
the scale is the devastating effect they have oii' economic life by 
eliminating all private enterprise. A syndicate also restricts the 
mlividual undertaking to a certain extent, viz., i% rega]f4,|o 
^Jncteasmg the amount of its output. But in a syndicate mimy 
compete witl^^g^h other, and each mabager of a concern 
^endeavours to increase technical aivanti^e mi the profit of 
his own epncem above those of ^o^hers in the syndicate by nme 
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economical methods of working and by introducing as many 
technical imprdiiMnents as possible^ Thus it is exactly that mutual 
incentive to the economical working of a concern which is most 
valuable for industrial progress that is retained by the syndicate. 
All competent hainds in the industries concerned are constantly at 
work, all commercial .and technical intelligences are continually 
busy and spurring each other onward. In the case of a monopoly 
this competition with its many-sidedness is completely lacking. 


OFFICIAL PAPEES. 

Seventy-ninth Annual Report of the Registrar-General of Births, 

Deaths and Marriages in England and Wales C1916). [Cd. 

8869.] 5s, 6d. * 

The marriage-rate for 1916 was 14*5 per 1,000 ; 4‘5 below the 
abnormally high rate of the preceding yeax, and '5 below the 
average of the decade 1905-14. The birth-rate was 20*9 per 1,000, 
the lowest rate on record. The proportion of male to female 
births was unusually high. The civilian death-rate may be con- 
sidered as approximately equal to the lowest ""on record — viz. for 
1912 — when a correction is made for the deterioration of the male 
population between the ages of 15 and 45 resulting from the 
abstraction of men fit for military service. 

Reorganisation of the Board of Trade [Cd. 8912.] 1918. Id. 

The work of the Board of Trade is to be organised in two main 
Divisions or Departments, viz :-r-(u) The Department of Com- 
merce and Industry, and (b) The Department of Public Services 
Administration, The Department of Commerce and Industry will 
be mainly concerned with the development of trade, with vigilance 
suggestion, information, and with the duty of thinking out^arfd 
assisting national commercial and industrial policy. The Depart- 
ment of Public Services Administration will be primarily engaged 
in the exercise of statutory and other administrative functions of 
a permanent nature with regard to trade and transport or in 
the future entrusted to. the Board of Trade. It will therefore 
include the work performed by the present Marine, Eailway, 
Harbour, Companies and Bankruptcy Departments. The Depart- 
ment of Commerce is Subdivided into several sections i-iprXa) 
tj6mmer(MA Relations and Treaties {the present Commercial 
Department), including such matters as commercial tr^j^es and 
agreements, Empire and foreign tariffs aid trade regulatffis, etc.,^ 
(6) Overseas Trade (Development and Intelligence ) ; the newly-con- 
stituted Joint Department of the Board of Trade and Foreign 
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Office (ati to ^hijsh see Cd. 8716) ; (c^t Industries and Manufofid 
tures. — A new ^department dealing with hom%»industrie8, with 
special reference to their development and stability, production, 
and the economic strength of the country generally ; with questions 
of policy oonjiccted with trade monopolies and combinations, alien 
penetration into British industries, and the promotion of new 
trades, (d) Industrial Property. — ^The mairf part of this depart- 
ment will be constituted by the existing Patent Office. Among its 
functions will b4 the encouragement of invention and the protec- 
tion of the commercial public from the abuse of monopoly, 
(e) Industrial Power and Transport. — ^A new department 
charged with the consideration of all questions of general policy 
relating to. transport in its commercial aspect, including shipping, 
canal and railway rates and facilities, through railway and ocean 
rates, shipping conferences, etc. The Department of Public 
Services Administration consists of sections which are already in 
existence. The purposes of the reorganisation will be furthered 
by the issue of the Board of Trade Journal in a new and extended 
form. 

Weekly Hours of Employment Memorandum. No. 20. Health 
of Munition Workers Committee (Ministry of Munitions [Cd. 
8801.] Id.) 

The Committee, referring to their Memorandum No. 5 (noticed 
in the Economic Journal), consider that the maximum limits of 
weekly employment there provisionally suggested (e.gf. for women 
and girls as the normal legal limit, 60 hours) was too high. In 
proof of this results of Dr. Vernon’s investigations are cited, for 
instance : — 

, % Women Turning Aluminium Fiueb Bopibs. 

A^ual Relative Relative * 

weekly Heine, hourly output, total hutput. 

First period 66*2 IQO 100 

Recond period 54*8 134 111 

Third period 40*6 158 109 

A furtlSi reduction of hours — with due regard to the circmtistaiices 
of different works — is reccmmenied. 

It§viem of. the Trade of Indm^ Porty-third Issue 

453. ^ 

feliBGANTLf coloured dii^ratns exhibit the cbange#% the ^ro* 
of hMm tede with several regions in 191^11 compared 
W 1809-1,0,10 i»13^14 j and the United Btetes 

M laciteteB ipei h'otei ip expcals (fiUffi India) and 
^d oihef 'lliffeign coffi^Mes » decmse in 
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both ; the British Empii;^ a considerable increase in exports, a 
slight decrease m* imports. For the absolute quantities a correction 
is necessitated by the rise of prices. Had the level of prices of 
1915--16 prevailed, exports would have been £135,551,000 instead 
of £166,436,000. 


OBITUARY 

WILLIAM KENNEDY. 

In the December^ number of the Journal it was only posi^ible 
to record the de%th of Lt.-Col. Kennedy. 

He was born in December 1885, and was educated at the High 
School of Glasgow from 1897 to 1903 and at the University from 
1903 to 1909, taking the M.A. degree in 1907 and first-class 
honours in Ecomonic Science in 1908, besides the Gladstone 
Memorial Prize and the John Clark Scholarship in Economics. 
His university career was almost coincident with his apprentice- 
ship to chartered accountancy, but his interest in economic studies 
turned him away from the success promised by that profession 
when he had obtained his qualification in it. He had already taken 
part in Mr. Tav/ney’s 1907 investigation into boys' employment 
in Glasgow, and the Carnegie Trust gave him a Research Scholar- 
ship in 1909 for work to be done concerning theories of the distri- 
bution of taxation in the 19th century. Next year he was elected 
to a research studentship at the London School of Economics, 
which resulted in the publication, in 1913, of English Taxation, 
1640-1799, An Essay on Policy and Opinion, and the attainment of 
the London B.Sc.(Econ.) degree. His book is reviewed by Dr. 
J. H. Clapham in the'JouRNAL for 1914, p. 267 ff. Not considering 
his education yet complete, he obtained a further Carnegie grant 
for the study of German theories of foreign trade, and spent^ll^ 
1913 at Munich, Leipzig, and Heidelberg. He then returned to 
teach at Wren's and the School of Economics, and to Jimty Miss 
Olivia Powell. The outbreak of war caught him and his wife on 
their honeymoon in the Tyrol. At the end of 1914 he joined the 
Inns of Court O.T.C., was Captain in the 18th Highland Light 
Infantry ;by April, and won the M.C. in the Somme fighti^ of 
July, Recognised as extraordinarily efficient, he, was put through 
the Senior Officers’ courses and became Major m March, 1917, 
and Acting-Lieutenant Colonel to a Welsh Regiment in Jhly. He 
was killed wtile leading a charge against an enemy counter-attack 
on November 28rd in Bourlon Wood. 
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, u, In hitn British economics has lost ohe who would have stood 
well outside the ruck, as is well shown in the following words 
received from one of his friends at the School of Economics : “ Now 
that I come to write I find it very difficult to give.any description 
of him which will really sum up his personality. His influence 
on the younger men and women at the School was profound, but 
it was negative rather jthan positive. His own philosophical posU 
tion was domin^d" the idea that individuals count only as 
inembers of an oif anised e5ciety — ^he was if you like, an Hegelian, 
but I think he was really an Elizabethan in his outlook on life ; 
his ideal was a ‘ well-ordered society ’ in which there were definite 
classes, all with their proper place and function marked out for 
them. Yet he really understood and sympathised with the workers, 
while believing Eadical philosophy completely at sea in pitying 
their lot. It is easy to see how this fascinated us and how strong 
an impression he made with it added to his brilliant dialectical 
powers and his personality. He took relatively small interest in 
the problems of pure economics — he always disliked the ‘ Hedonic 
assumptions of the marginalists.’ 

‘‘He was a strong believer in Protection, not on economic but 
on Imperial grounds. He always argued from the central position 
which I have described, never swerving from what he thought to 
be the true philosopj^y^pf life. On his last leave he and I had been 
to a lecture by G-Hirtlto Wallas, and 1 remember his maintaining 
that, war or no waf ^ dife was a good thing, and would still be so 
even if, after this war, the race of armaments should begin again. 
Another thing he said then is the clue to all his thinking : ‘ You 
Eadicals are always talking about the State and the Individual. 
I like the attitude of the Frenchman. He says “ I am the State,” 
and there’s an end to it.’ In his case the end was nearer than we 
thought, but it was one whteh was not unworthy of his beliefs.” 



CUEEENT TOPICS. 

A COMMITTEE has been appointed to consider the various prob- 
lems which will arise in connection witji currency and foreign 
exchanges during the period of reconstruction, and to report upon 
thiiiiisteps required to bring abou| the restoration of normal con- 
ditions in due course. Its members are Lord Cunliffe; chairman, 
Sir Charles A^dis, Hon. Bupert Beckett, Sir John Bradbury, Mr. 
0. 0. 6^ JM. P. 0aspard Parser, Hon. Herbert Gibbs, Mr. 
B. H. N. Goschen, Lord Inchcape, Mr. B. W. Jeans, Professor 
Pigou, 1^. G, JPv Stewart, and Mr. Wallacl:: Mr^ G. C. 
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Upcott, of the Treasurer will be secretary. The inclusion of a 
professional economist in a committee dealing, with monetary 
technicalities is gratifying. 


Among the officers bearing the rank of assistant-secretary who 
will take charge of the sections in one or other o{Jihe two main 
Departments of the reconstituted Board of<l^|^e, as described on 
an earlier page, several contributors to t^ ^c^OMic Journal ar^ 
conspicuous : Mr. Percy Ashley, Industries andt ManufactAires ; 
Mr. S. J. Chapman, General Economic Department ; Mr. A. W. 
Flux, Statistics. 


A Consumers* Council has been constituted at the Ministry of 
Food, under the presidency of Mr. J. E. Clynes, M.P., the Parlia- 
mentary Secretary of the Ministry. The object of the Council is 
to enable the consumer to be kept in touch with the policy and 
organisation of the Ministry. Its members consist of three repre- 
sentatives of the Parliamentary Committee of the Trade Union 
Congress, three representatives of the National War Emergency 
Committee, six representatives of the Parliamentary Committee 
of the Co-operativj3 Congress, and three representatives of the 
Women’s Industrial Organisation, appointed by these bodies at 
the invitation of the Minister of Food. Tteee other members 
(Lady Selborne, Lord Eathcreedan, and Professor Sir William 
Ashley) were subsequently added by Lord Ehbndda’s invita|ion, 
to represent the general consuming public nol covered by the 
national organisations referred to . The first meeting was held on 
February 1, and at present the Council meets weekly. 

The Select Committee appointed by the House of Commons to 
investigate the question of Premium Bonds has lately reported 
(H. of C., 168, price Id.). The Committee are of opinioujljill 
Bonds repayable after a fixed term of years, e.g. 10, at par plus 
compound interest at a rate not less that per cent, would 
probably attract many small investors to whom the ordinary flat 
rate of interest does not appeal. But tne proposal to introduce 
an element of chance into our National Finance seems to them 
too contentious for the present times. 

In this connection we give our readers the advantage of an 
opinion based on long experience of credit transactions. The 
Nestor of the banking world, Sir B. H. Inglis Palgrave, con- 
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salted by us about the Eeport of the Select Committee, referred 
to above, rejdies as follows : — “ The Eeport proposes that the Bonds 
should be repayable after a fixed terjn of years at par plus a mode- 
rate rate of compound interest, not less than the per cent, now 
paid on the Government Savings Bank deposits and having the 
feature that a certain nuQtiber should be drawn each half-year for 
payment at a premium over and above the issue price, both interest 
and premium being'paid free of tax. An example of such an issue 
^ould be as follows. TBb Bonds might be issued by the Treasury 
in series of £10,000,000, as and when required, and be repayable 
in 10 years, with 2^ per cent, compound interest, free of tax. The 
difference between 2J per cent, and 4 per cent. — the latter being 
the current rate of interest on tax-free Government Bonds — leaves 
a balance of per cent., which would provide an ample fund out 
of which substantial premiums could be paid on many thousands 
of Bonds drawn and paid off half-yearly, the premiums ranging 
possibly from £5 to £1,000. Bonds not drawn would be repayable 
on maturity at 26s., (for each £) , that sum representing the capital 
value together with compound interest at 2J per cent. To make 
this statement clear to the “man in the street,” the Government 
should print a detailed account showing how many Bonds of a 
series of £10,000,000 would receive premiums and what those pre- 
miums would be, and when the repayments would take place. The 
Bonds would be eE, equal in amount, £10 would be the best unit. 
It is possible, though not very likely, that such a proposal would 
appeal to a sufficient number of persons to make it useful. The 
element of “chSnce ” in this form does not seem to be likely to be 
dangerous, and the possibility that the habit of economy would be 
strengthened by such a form of investment might be set against 
this danger. But it seems not very likely that many persons vvould 
accept such a security. If the drawings were arranged, as appears 
intended, to repay the investors in ten years by balf-yearly draw- 
11^ of £500, (WO each, the owner of a bond might have to wait 9 
01^0 years before his bond was drawn, meanwhile he would 
receive no interest and hold a security which would probably be 
unsaleable.” 

^ Sib Inglis illustrates the working of tbe proposed system by 
the somewhat analc^ous, but, not identical, case of the Premium 
* ^pnds , issued by several foreign countries, “They return to the 
h^r » but cmnparatively low rate of interest. Besides this, at 
fixed perils ^emiums are offered on a few of the Bonds that me"^ 
drawn. “I will give,” he continues, “tfe instantjB ^ the drawing 
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of the bonds of the Credit Foncier of the 12th January, 1916; 
On this occasion 114 Bonds were dealt with. They were all for 
sglO on which 3 per cent, was regularly paid. Thi®' formed part of 
a very large mass of such bonds. 

* 1 Bond was paid oft with £4,000 cash. , 

1 „ . £400 „ 

12 Bonds were paid off with £40 ,, 

100 „ „ „ £20 „ 


It is to be observed that while some of the Bond holders gain, and 
largely — no one of them loses, as all the Bonds which are not paid 
off at a premium are paid off, eventually, at par.” 


Sib Edwaed Holden’s address to the shareholders of the 
London City and Midland Bank last January contained a luminous 
account of German Finance ; showing the part played by Darlehen- 
kassen Notes and Treasury Bills in forming legal cover for the 
Notes of the Keichsbank. The ratio of cash to liabilities declined 
from 63'4 per cent, in July, 1914, to 20 per cent, in 1917, or only 
13 per cent, if Darlehenkassen Notes are not counted as “cash.” 
The seven War Loans of Germany, together with a floating debt 
of some £1,540 millions; form a total of just over £5,000 millions, 
against total cash borrowings in this country just under that huge 
sum. Sir Edward Holden deals next with American ‘Banking and 
Loans. Then, turning to our country, he makes a vigorous attack 
on the Bank Act of 1844. But for that Act it flkight have been 
possible, he suggests, to get through the crisis of 1914 without a 
moratorium. According to the Bank Statement of August 5, 1914, 
the ratio of cash balance to liabilities in the Banking Department 
was 14‘6 per cent. Whereas a balance-sheet, reconstructed on 
principles adopted by the State Banks of other countries, shows the 
ratio of cash to liabilities at that date to be 37 per cent. The fact 
that the time for the revision of the Bank of England’s Charter 
has now come makes Sir Edward’s polemic the more formida^l% 


The issue for 1917 of the Financial and Commercial Review 
published annually by the Swiss Bank Corporation includeg, as 
usual, some very valuable statistics, as well as an instructive sum- 
mary of the financial events of the year. In particular, the 
appended statement of -the Gold Beserves and Note Issues of the 
principal banks of the world is of so high interest as to deserve 
reproduction. One figure of importance it is possible to state 
authoritatively now for the first time ; after conceding the figures 
of its balance-sheet since the outbreak of war the Bank of Austria- 
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Hungary at last, on Decenaber 7, 1917, published the astonishing 
fact that its gold reserve had fallen in absolute amount from 
£52,295,000 to £10,568,000 and in proportion to^te issue from 
53‘9 per cent, to the extraordinary figure of 1‘5 per cent. The 
gold has doubtless been lost in part to Germany and in part to 
Turkey. The dehberate publication of these alarming figures at 
the moment of a strong peace movement throughout Austria, and 
of a great stirring of anti-German sentiment, can hardly have been 
without a l^irpose. 


The figures for India (not included in the table opposite) are 
separately stated as follows : — 

Dec. Slst, Dec. 31st, Dec. 31st, July 31st, Deo. 31st, 
1914. 1915. 1916. 1917. 1917. 

Note Issue 6,083 lacs 6,234 laos 8,215 lacs 9,931 lacs 10,831 lacs 

Silver, Coin and Bullion 2,987 „ 2,944 „ 1,736 „ 2,638 „ 1,905 
Gold, Coin and Bullion 

(in India) 931 „ 1,275 „ 1,191 ., 703 „ 2,673 

Gold, Coin and Bullion 

(out of India) ... 765 „ 615 „ 1,192 „ 442 ,, 105 

Indian Government 

Securities , 1,000 ,, 1,000 ,, 1,000 ,, 1,000 ,, 1,000 

British Government 

Securities 400 ,, 400 „ 3,096 ,, 5,148 „ 5,148 

(1 lac = 100.000 rupees == £6,666 1.3s. 4d.) 


The figures given in the table for Eussia are those for the last 
return published before the Bolshevik Eevolution. The further 
progress of events since that time renders it possible that there 
may be a complete breakdown of the acceptability in Eussia of the 
paper rouble comparable to that which took place in the case of the 
French assignat in 1795 as described by Mr. Hawtrey in his 
article printed above. Mr. Hawtrey ’s main thesis in this article is 
that the Bank Eestriction of 1797 is chiefly to be accounted for 
by fee drain of metal to France consequent on the collapse of 
paper as the circulating medium of that country. He has sug- 
gested to the Editor that something of the same kind may possibly 
be imminent in Eussia. A country which, through distrust of 
other media, is determined to have a metallic currency at all costs 
is generally able, so far as historical experience goes, to obtain it, 
however seriqjy^ly the apparent balance of trade may be adverse. 
In this event we may anticipate a drSin of gold to Eussia from 
Germany and Scandinavia and a drain of silver from China and 
even, across the north-west frontier, from India. The effect of this 
on the relative redundancy of gold in Scandinavia and on the 
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alseady ^cas^ve jffice of silver may be ivatched with interest. 
I^he hy^heeiB is, ^.t* the least, carious. 

The following extract, relating to Brazil, from the January 
circular of th« British Bank of South America is of interest to 
students of currency. “There is a great shortage of gold in the 
Eio market. At the time 5f ^writing 1,000 sovereigns QpaW be 
' exchanged for a bank cheque on London for ak^t 
Curiously enough, other gold coins do not command quite so high 
a premium. Thus, 1,000 soverei^B are intrinsically worth about 
4,870 U.S.A. dollars, but in aqtual practice 1,000 sovereigns can 
4)!^ exchanged in this market for over 5,000 gold dollars. It is not 
' easy to explain this anomaly, but something is, no doubt, due to 
the fact that the American men-of-war calling at this port pay 
their men in gold coin, and hence a certain amount of Amferican 
gold is put into* circulation here.” 


The Labour Co-partnership Association have arranged a series 
- of conferences and discussions on The Place of Labour Co-partner- 
ship in Social Reform. Addresses have already been given by Mr. 
E. 0. Greening on “Labour Co-partnership as the shortest way to 
Emancipate Labour,” and by Mr. E. W. Mundy on “The Eelation 
of Labour Co-partnership and the Whitley Eeport.” Further 
addresses, still to come, are by Mr. F. Maddison (March 23) on 
, “The Eelation of Labour Co-partnership and Trade Unionism, 
Mr. Aneurin Williams (April 13) on “The Eelation of Labour Co- 
partnership and Socialism,” and by Mrs. Victor Branford (Ap^ 
27) on “The Eelation of Labour Co-partnership and G«ild 
Socialism.” The meetings are held at 3 p.m. on Saturday after- 
noons in the Oak Boom (2nd floor), Kingsway Hall, Kingsway, 
London, W.C. 



RlOENT telODICALS ANlf 'NEW BOOKS. 

Journal th&fSt^^tical Society, 

January, 1918. Vital SiaUHics as Affected by the War, Presi-, 
dential address of Sir BernaMId Mallet. Between August, 
19l4, and June, 1917, there have been married 200,000 people 
more than ordinarily, whereas in Hungary the number is less 
by 600,000. All the belligerents have suffered by decline of 
births : in the United Kingdom, equivalent to the loss of over 
six nionths^ normal births; in Germany, a loss of seventeen 
months’ births; in Hungary, of twenty-four months’ births. 
Equally interestiiig statistics are presented under" the headings 
Illegitimate Births, Sex Ratio at Birth, Infant Mortality, Deaths, 
Overlaijing of Infants, National Increase, etc. 

The Prospects of the WorWs Food Supplies after the War. 
Sir Henry Eew. There is ground for hoping that the quantity of 
bread-corn in the world will be sufficient to meet the world's 
demand, that there will be meat enough to satisfy carnivorous 
Europe — assuming that the food can be shipped. * 

On the Value of a Mean as Calculated from a Sample, 
Whereas if x is the mean value of a certain character in a 
population numbering N, the chance that the mean of a sample 
of size n should differ from a? by as much as d is given by a 

well-known formula, assuming that ^ is negligible ; it is shown 

how this chance is altered if ^is not neglected. 

On Ijif e-tables. Professor R. E. Lehfeldt. 

The Quarterly Review, 

January, 1918. ,i'he Trade Corporation. Sir Inglis Palgrave, 
P.R.S. The oldest au?hority on banks gives his blessing to 
the youngest institution of that class. Sir Inglis expects that 
there will be scope for the trade corporation in reviving our canals 
and fosterii^ smedl local industries. He hopes that foreign 
industries wiU not be exclusively promoted by the new institu- 
tions. He regrets their connection with the Government. The 
required funds might' be raised by premium bonds of £10 or 
£20 bearing^a low interest, with the chance of a prize. 

Edinburgh Rev^. 

Janoabt^ 1918. The Finance of the i^WaT. Edixob. Mr. 

Lloyd Georgo’s two war budgets and Mr. Bonar Law’s budget 
of this year imposed too lii^le ^taxation. Mr. McKenna mis- 
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income-tax on wages, ffhere i# req^ired**,^? an 
ll^wded and carefully graduated income-tax levied ttpon"^ 
Wnole nation from the poorest to the richest, and . . . taxes u]^% 
eveiry forin'^f unilpieisai*^^ or extravagant expenditure/* 

Nin^fr^^ntk Century, 

February, 1912/ f of Wealth, J. A. ^ ^r bIott/ 
M.P. A recent ^iidftW<rx)f^|he War En^ilgency WIHcers* 
National Committee exhibits'" an unreasonable prejuoi* against 
capital — a survival, perhaps, of the provocation given by the 
old-time capitalist employer, Mr, Bonar Law is censured for 
not having pronounced more decisiVtely against the conscription 
of wealth to pay off the National Debt after the war — a project 
more unfair and ruinous than a forced loan, which the Emer- 
gency Committee deprecates. 

Germany' % Financial Outlook. H. Jennings. 

Ways to Industrial Peace : (1) The Capitalisation of Labour. 
Eight Hon. Sir William Mather. The workman's capital 
consists in ‘‘ putting into his work the spirit and push that he 
puts into piece-work, but with a much higher need of his 
responsibility.” This spirit Would result in at least one-third 
more output. (2) The Commercialisation of Labour. Yves 
Guyot. The organisation of labour should be effected by joint- 
stock labour companies — co-operative societies without plant or 
working capital — whose function would be to negotiate and 
secure the execution of labour contracts. 

Fortnightly Review. 

January, 1918. Wages, Prices, and Supplies. Archibald Hurd. 
The Government have mismanaged money matters, and' have 
not followed the writer's advice about the supply of ships. 
Currency Inflation and the Cost of Living. Walter Ford. 
Problems of Finance, Oswald Stoll. 

Februaiiy, 1918. A Capital Levy. J. E. Allen. Our huge war 
debt, which has led to the cry for a Capital Levy, is iqmnly due 
to the failure to impose taxation and teethe enormoiBi uiims paid 
in wages. It is unjust that Labour, which has doife most of 
the **jprofit3ering, ” should IMpose the burden on the small class 
of property-owners. * v * 

Ik 

Coniterr^rary Review. 

December, 1917. Conscription of Wealth. Cqoke Taylor, M.F. 

Iletter justness. 

Nqj^IMBBE, 1917. me Boonomte Imtitute in Dublin. 

G. D, Cummins. An on the lines ifee Music Social 

m FiRnee atid jhe Agmtai^u^^al Institute atB<»e is desiderated. 
The Bufol CMperati^ Movement in ^rnnee. EPAHIIfONDAS. 

lushing . " M .J, A 4escriBtion of the Aran 

Fishh^ Scinet;*^ noui^shing 4t^'Kilinurvey. The 
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^Kembfers now reeei^ more than double the prices fo| fish wliieh 
MiSy* received two years agQ,^ German Co^peraiora <^4 
' War, * F. E. Marks. Extract from a German secrofery's 
. report. Co^peratora and th& Got?er^g^l|. Cruise O'Brien. 
. The political representation of co-o|eriB%s formulated at the 
Co-bperalive, Emergency Congresf $yt Westminster is justified by 
thd Government’s neglect of^|K)nstii(ais|i interests and (urganisa- 
“There is absolutely p6 caAc mt r,egs|ding the savings 
Of^imO C.W.S. or diatributivd ^ or 

proflib in any relevant aenSll " / ^ 


The Bankers* M^azine. 

January and February. Monetary Policy, J. C. Smith. “In view 
of the great interest attaching to currency problems," the editor 
gives publicity io these papers, though inclined to take exception 
to some passages. Perhaps the following was among them. “ The 
only fair system for regulating prices is to fix all commodities, all 
rates of hire of capital and land." 


Bengal Economic JcmnaL 

January, 1918. Recent Problems of Indian Currency and Ex- 
change. Q. J. Hamilton. The recent crisis reveals defects in 
currency administration. The Transferability of Occupancy 
Holdings in Bengal, K. Mukkerjee. The Early History of 
the Tea Industry in North-East India. Harold H. Mann. 
The first tea good enough to send down to Calcutta, made in 
Assam, was produced in 1836. Government bore the expense 
of the experiment, which ultimately proved a commercial success. 


The Quarterly Journal of Economics (Cambridge, Mass.). 

November, 1917. The War Tax Act of 1917. F. W. Taussig. A 
lucid analysis of the new taxes; among which the tax of 8 per 
eent.^ upon the excess of individual incomes over $6,000 is 
objectionable, subjecting the higher earned incomes 
to heavier taxation than property incomes of the same range. 

TTifl FoZue of Money. A. C. Pioou. A variant of Irving 
Fisher s equation of exchange is proposed as a “more completely 
foolproof tool for holding together the complex causes affecting 
the value of money.*' That the ^er^nt symbols do not denote 
^aoh a separate independent cause is pointed out in the course of 
"usmul lessons on the relations of&si^^dy to demand. 

T&e Co^pf o/ NoW Price tnVgbie and Diettihuiion. 
^ A. Kkigot. Value Jheorwt Apj>Ued,4o the Sugar Induatry. 

rema^^le verificahon^j^, the reoeived theoiiea m to 
^reawog deoreasw re^sm^ produotion on a large and 

eon^io rerd. The Adji^eni 
SiS **^*^«”* pTod^tton fmWar in the United 

i<;S'«SiASs. tofasr” 

No. 109—voi.. xxna. ». 
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The Americafi Economic Retiew (Cambridge, Mass.T 

l)Ec4MBBk, 1917. The Law of Balanced Return. A. B, Dbwino. 
A study on tho faction of the enkeprenenr, ..with reference to 
faotfflfs of produwSiif and the law of decreasing retur^ 

Batis of War-time Collectivism. J. G. M. Class. <^GoviM!inent 
should help employers to be more efficient producoTB’o! goods 
for the uses of society. Something like Taylor’s SSi>ntifi(5.. 
S^jugement*' may have^ possibilities under an c^gaiiisstkm mobs; 
OTPfcrafcic than the present management. The War Beueniie* 
Act of 1917.* B. G. Blakey. The writer apprehends inflation, 
and recommends that heavier taxation should be adopted. 
Canadian War Finance. 0. D. Skelton. 

Journul of^P^itical Economy (Chicago). 

Novembee, 1917. Pundamesital Factors in War Finance. Frank 
^Anderson, , FwodMnftntal truths support a strong argument in 
favour pf taxaiaon rather than borrowing. Form$ of taxation 
ate suggested. Loans to the Allies guaranteed by Governments 
are deprecated. 

Taxation versus Bond Issues for Financing the War. 
E. Dana Durand. The surplus of current ihkane is the prin- 
cipal source of fun^s^f** financing the war. ‘*$he idpa that the 
burden of war exp^itures cap be deferred to mturo generations 
is the supreme fallacy of finance.” “If we cotdd assure our- 
selves that the distribution of taxes after the war would be as 
just as . . . during the war, there would be little choice between 
taxation and borrowing ” (were it not for the danger of inflation). 
But after the war, the patiiotism of the rich WMiing, would be 
less possible to secure equitably progrps^vc taxatiofi. What 
would be a fair apportionment of burden is^cuggested with refer- 
to the distributian of AmeHoan ,iiicdbes. ’ Assuming a 
TOur», m the total ^natjopaj, income to 'he x^uircid, it proves 
WJWKble to finance the war (1) throu^ %f%«ributions of 
^ nra wofie, (2) bv an equal rate of ditotribtttion frooMliS 
The rates-Sbquld vary from M,p*r pent, of mat incotobs te®^ 
of la^. To leyy |QUoh % toxation need 
s^smess, if net income opy i8,toj»d. Bowever, l(£^i,ve a 
"oohvement disoretiwi to Ills SipMbutor, and his "psrohc&v.” 
affected with aforesaid falfa^, makes them more Lept^le. , 
Industn^ Cotmnptton. H. G. Moulton. The twenty thou- 
-eand n^lto dollws worth of requisites of the war are to 
Obtained ^ transference 6t labour enterprise from the nro^ 
duction of Wies, either through ^^dtoary economic “motives 
(involving h^ pnoes as compensation for risk), or W'oom* 
mandeeriM labour after the example of Germany, France a ' 
England. The all-importahce of tiWleoides fir 

.r eoonomishfg^ 

^ j^^jtotoent through the decline of profits, ^ 

Bates /or Workmen’s Compensa- 
^ Theory 

B ^ o3:y>$itioh SQji $ritie^ of 

-Riessor B. M. Anderson’s valuA ” nt 
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Political Science Quarterly (New York). 

Pjs^EMBBB, 1917, Sdcial Welfare in Baie’-maliing^^ B. T. Bye. The 
^ of 1pro»ioting welfare by regulation of f^efitpd rates 

ia Ibmid t0 be less than in the case of some Government-owned 
public utilities in Europe, the Workmen* *€ompen8ation 
C^ses. T. B, Powell. An examination of some American 
legal decisions. 

Annals of the American Academy of Political cmd Social 
Science (Philadelphia). 

Novembef, 1917. The World* s Food is the subjipet of this number. 
It leads ofi£ with an article on The Wofld*^ Wood Supply, showing 
that Europe takes the lead in the 'production of the staple 
articles of food. International BatioitiHy\ it is ..maintained in 
another article, has come to stay. Food fof tfee forhas 

a division of this subject, comprising The Food Problem of Great 
Britain, treated by Arthur Pollen. In the international 
arrangements* lor the distribution of food, which will be necessary 
for sonic tjei^ of the war^ those who were the cause of the trouble 
should *be served last. Food UiiliscttiQn and Conservation, Pro-- 
duction and Marketing Planed for Next Yeaf, Price Control, are 
the respective titles of three other parts. Under the last head 
the necessity for Government regulation of prices in war time is 
maintained. 

January, 1918. Financing the War is the subject of this number.*^ 
A^^fen^ bnly of' the; numerous , imjjorlant articles can* be noticed 
here. ' ^ ' 

Loana^ versn^ E. B, A. Seligman. “Aggregate 

sacrifice or cost c^:^titiltes the real bi^eh ©f 

a war.” G^^cotiye cost^ are "mostly borne at 
we exce|)i deterioration of capital and strain of ©vei^fcor^'^ 
Put suhjective sacrifice may he diminished ifirhem paft is tran^- 
fdired to"" the futtte*&y‘^ “Just as in private ^tjredit the 
aggref fide burden of gTaj^ttal repayment is less than the silorifioe 
involved in outright provision ot'the original amount, so in the,,pase 
of public credit the social sa<a?ifice involved .... is less thatf^e , 
burden involved in providing the entire amount in a lump sum.^' 
The case for public credit is in some respedts the stronger. 
Expenditure in a legitimate war is not wholly “unproductive.” 
The writer does nol^ ss^pt Prof. Durand's argument in favour 
of flaxes only (referred to ^above, p. 130), fior that of Prof. Pigou 
(referred to in the Economic Journal, Vol. 1916). As 

t^ inflatioiii taxes as well as loans will occasion resort to bank 
eredy>. /‘wars are always attended by inflation.” Taxation 
is inadequate to meet the entire expenditure. “If England were 
to tax the entire available social surplus through ihe highest 
possible income-tax and excess profits tax, the ijotal revenue 
would be abSiirdly short of meeting the war expenditure,'* If 
the taxes are so high as to discourage industry, they will obvi**^^ 
ously dry up i^e source of future incomes and thus deplete i . . , 
tto surplus .Wuid otherwise be available for injure loans^' ’ 
enthusiastio plan of financing the war “mainly, i£ not . 
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entirely/*, from taxation, an4x.eveii the 55 per oe^ programme 
ara beyond^ practicable. 

'fhg^ Fin^m Situation. P. W. Ta.ussio. “A general 
8 urv^''^eomp«a^g ttie presumable expexrfiture for l%7-ri8# 
viz., nmltc^n theusanMniUion doll^^ (£4,760,000,000), 
sources of isevenue, more promising than in former exigehc"%s. 
Sdurces stall unutilised are the taxation of prosperous wc^Tkers^ 
aa^the"^ broad distribution of public loans — ^minit^sing the evils 
^ofyblic debts. 

^ Borrotimm as a Phase of War Financing, H. C. ADAMs. To 
assist tl|e diifecult readjustment of industry to war purposes is a 
functiojijpf “credit financiering.*’ It is proposed to issue bonds 
guaranteeing a certain return to producers of articles required 
for wr^t^oses, e.g,, farmers andJactory owneriu The guar- 
antee of wages also might be “covelred by the use ..of public 
credit.” ThuA the immediate necessity for ready ntoruSy col- 
lected by taxation would be reduced. ^ 

tioans andJFc^es in War Finance, b. M. Si^raoue. If the 
^V^i^ 3 |ra& financed by taxes, civilian expenditure on luxuries — 
automobiles” and “candy and soda fountain 
synips ' — divert^ labour and materials from war purposes, 

would have been diminished. 

■J^a Oovernment Loans Pause Inflation ? J. H. ]^OLnAEDBB. 
Tie inflation argument against war loans is “a nd^ahcholy 
example of scientific lapse,” “a mischief-making eipor” mpt 
verified "by experience. The “fatliastic possibility of financing 
1 )he war witlK)ut resort to loans ” is out of the question. ']^e 
phdice IS between borrowing, which will supply the nation’s 
^ ne^ds from savings and new thrift, and “ a mischievous ixid€e of 
forced loan effected by the unchecked expansion of banih credit. 


L'Egypte Gontemporaire (Cairo). 


NovSfMBi^ 1917. Le rSgime douanier d^id'Egypte ei ses rSformea 
pottibles. B. Pegna. An interesting jstudy ot the huto^of 
th 0 Customs in Egypt, a criticism of &e existiffij r4piim, 
suggestions for its improvement after the war i^^eirifeis^freed'* 
^m the trammels of Turkish tradition. Etude sur le Reforma- 
tion de» dilinquantt d’habitttde. M. 'Caloyanni. An examina^ 
tion of recidivism by one of the judges of the Mixed Couft^ in 

Egypt. 

Journal des Economietee <Parial* 

"JilbvEMBBa, 1917. Le$ emprantt. Yves dUYbi.* %'empruni 0§S(\ 
, fat* de 1917. A, B^on. de la K#* 

iaowmxque. A. L. BraiABm 

Bacsum, mT, ® 

#oo»trd{e dei dipenaee pmli^es c» A. 

GvmaleM9li (Utoe). ■ ^ . 
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BSOXNT rMUOBIOAi^^^UED TXfm' BOOKS ijtl 

especial refeapsy^^to recent papers by L, HsasCfi, 
W. NqoPT and C, ^ ^ 

Dkcbmbbb, 1917. Incidema e preasiane dei tfib^S^sulle |ccfeta per 
js^ioni, B. Gbibiotti. Tanc^ di ^Biitoucci. 

• La Riforma SociaXe (Turin). - 

L*op6Ta Sociolo§ica e Xs fcstc Otubilaji di Vilfredo ¥at$to* G. 
BoBGATra. The festival held last July at Lau^a^e te^ com*- 
memorate Professor Pareto's having occupied the chair 6f 
Walras for a quarter of a century was distinguished byHhe- 
light thrown on Prof. Pareto's last great work, ^Trattata di 
Sociologia (a philosophic treatise to which, pplartuna^^ it 
has not been possible in a merely economi0 lonmal to do 
justice). ' The analysis "Of the work, which formed the discourse 
of i^fessor Boguin, brings out some of the lading conceptions, 
such" as the distinction between logical and non-logical actions, 
according as^the means adopted are or are not “ objectively J* 
directed to the end, the separation of social theories into a 
noh-logioal instinctive elem^t# c^d (^) ^ dcd|ptiv^^y^®ent 
of which the fuhetion is to find reasons for TOe' wlue of 
this summary is enhanced by the comment® of Prc^essor 
Borgatta. ’ 

Un prohlema del dopo guerra — I Balari a premia^ A. Cabiati.^ 
The need of increased production after the war leads to the 
consideration of various' methods of the scientific qrganiiliticm 
of labour. 


NEW BOOKS. 


English. 

CoBiirEB (Alfbbd). Mutual Aid in Food Production 
tribution. London: Hadley. 1917. Pp. fi6. fid. 

^y^meaxiB of assooiAiioii for mutiial aid in the wholesale and retail trade 
tha witter hopesit^at some 1,000 million sterling per annum may he saved.} 

Dawson (W. Harbutt). Problems of the Peace. London : 
Allen and Unwin. 1917. Pp. 865. 7a. fid. net. 

[The ^riion of this instructive work which most concerns economists is<^ 
*thfl^ in which Sf commercial boycott of the Central Powers |s deprecated.} 

EncmwpliTH.fF. Y.). Currency and Finance In ©me of War. 
A Leettai. ^<)ig|crfd : Clarendon Press. 1917. Pp. 48. It, 

fffl gKDBBSoN (Arthur), M.P. The Aims of Labour. LoMofil! 
P|). 108. 

fiiterest to the eG||ipipi| ie the chapter headed “No Boonomio 
lb policy of the Paris Eesolutioiui 


-novmiW^ 

pleted TOth a ^ofessor T. F, Tout. Mao^ester: Uni- 

versity Press. ^918r 

»* g»st pw»iU*, who WM kilM in aete, 

l^dKALOx (A, W.). and Pinanoe. l?6ia^pipil|illu 

and Beco^w^. B^d by A. W. aWtaUy,, »iil*&Kd^ 


Tbe^i^artist* Movement. Bdited and com* 
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suihoriiy of the Council of the British ^ssocistion. Lonclpn : Pitman. 

1917. Pp. 87i; 4*. 6d. 

[To be reviewed.] 

NlpfTOK (A. P.). The Staple Trades of the Empire. By various 
writers: Edited by A. P. Newton. London : Dent. 1918. Pp, 184, 
2s. M, net. 

[One of the iMerial Studies Series, containing lectures delivered at the 
London School of Economics. Sir A. D. Maitland leads off with a lecture on 
Oils and Fate in the British Empire.] 

Nicholson (Pbofessor J. Shield). War Finance. London: 
King. 1917. Pp. 471. 

^ [Reviewed above.] 

, "'^EtFRiDGE (H. Gordon). The Romance of Commerce. London:' 
jt. Lane. 1918. Pp. 422. 

Smith (Jas. C.). Economic Reconstruction. London: King. 

1918. Pp. 23. 6d. 

Smith-Gordon (Lionel) and Staples GjAURENCe). Rural Recon- 
struction in Ireland. With a preface by George W. Russell (A.E.). 
London: King^ 1017. Pp. 279. 

[To be reviewed.§ 

Spalding (William F.). Eastern Exchange, Currency, and 
Finance. London: Pitman. Pp. 375. lOs. 6d. 

^ [Tj^ ibouetary systems of the principal Eastern countries are discussed.] 


French. 

La^erqgIE' (B.)* L 'union commerciale des allids aprfes la guerre, 
Hostilit^s douani^res envers T Austro- Allemagne. Tarifs prdfdrentiels 
entr^ Allids. Paris: Alcan. 1917. Pp. 77. 1.15 fr. 

{The writer accepts the resolutions of the Paris Conference, and goes further, 
recommending on protectionist as well as political grounds an economic blockade 
of Germany.] 

> American. 

S'liNBAR (C. F.). The Theory and History of Banking. Revised 
by 0. M. Sprague. New York : Putnam. 1917. 

FillebrIdwn (C. B.). The Principles of Natural Taxation. 
Chicago: M’Clure. 1917. Pp. xx + 281. $1.50. 

[The author, as usual, advocates the Single Tax.] 

Johnson (Emory R.) and Metre (Trueman W. Van). Principles 
of Railroad Translation. New York: Appleton. 1916. Pp. xix + 
619. $2.50. 

[The contents of this volume are very similar to that of. Professor Johnson’s 
well-known American Railway Trans'portation; but the exact jNfelationship is not 
^ icatcMl.] 

^'^‘^^ECRUST (Horace). An Introduction to Statistical Methods. Niw 
York : The Macmillan Co. 1917. Pp, 482. ^ 

Tryon (Rolla M.). Household Mallufactures in th^ United 
States 1640 — 1860. A Study in Industrial lEistory. Chicago: Th^ 
University Press. 1917. Pp. vii + 418. $2. 


^ , Italian, 

^ BfUQC>LERi (S.). I resultati di un sindaccato semistatale, Con 
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A SPECIAL LEVY TO DISCHAEGE WAK DEBT 

Whenever the war ends, it is certain to leave behind it for 
this country an enormous legacy of internal debt. What this 
debt will amount to depends, of course, on the length of the war. 
In his Budget speech Mr. Bonar Law estimated that, if peace 
comes on March 31st, 1919, the National Debt at that date will 
be £7,980,000,000, Against this he reckoned that there would be 
assets in the form of stores and various other things to the value of 
£672,000,000, and arrears to come in from Excess Profits duty of 
£500,000,000. When these two items are subtracted ‘from the 
figure for the National Debt there is left a debit balance (rf 
£6,808,000. In this calculation, however, Mr. Bonar Law omitted 
to allow for the fact that, when the war ends, there will be a large 
mass of payments falling due to contractors and others working 
for the Grovernment. To count in, as he does, arrears of incomings 
without counting at the same time arrears of outgoings does not 
seem a correct proceeding. I am not inclined, therefore, to follow 
him in making this large deduction from the face value of the 
estimated debt. Furthermore, it is necessary to add to it a very 
large sum, of which the Chancellor took no account whatever, for 
^|jtie inevitable expenses connected with demobilisation. When 
ij|his.sum is brought into account, it would, I think, be optimistic 

« anticipate that, assuming peace to come on March 31st, T919, 
e war and its aftermath will leave our debt figure substantially 
fhelcsi’W th#cn(H:mQus total of £9,000 million. 

* This figure is, of course, a figure for gross debt, Ivithout deduc- 
tion of sums duetto us in payment of loans to Allies, Colonies and 
Dependencies. iSir. %>nar Law estimates that the total amount 
these on March 81st, 1919, will be £1,930 million. Subtracting 
|fmm this total one-half of the part^e from. Allies, he 
remainder of £1,124 million as upq^^^oMbly debt. Now, 
No* xxviii 
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if — as ii^ the absence of ofl&cial information seems reasonable — we 
assume that the figure for “other debt’’ contracted by iifff as 
recorded in the Financial Statements, represents roughly borrow- 
ings, not separately distinguished, which the British Government 
has made abroad, the total of our foreign borrowings must have 
amounted on March 31st, 1918, to about £1,000 million. If, as 
the Chancellor appeared to anticipate, this sum increases in 
1918-19 to about the same extent as our loans to Allies, it will 
amount on March Slst, 1919 to some £1,S00 million. This is 
roughly equivalent to the Chancellor’s figure of unquestionably 
good debt due to us from Allies, Colonies, and Dependencies. In 
a very broad, general way, therefore, we may reckon that, out of 
the total debt of £9,000 million estimated for, about £1,000 million 
will be due to foreigners, and this £1,000 will be offset by an equal 
sum due from foreigners and Colonies. This leaves a net debt of 
£8,000 million, practically the whole of which is internal debt. 
Possibly this figure is on the high side. In the long run it may be 
hoped that a considerably larger part of the loans to Allies which 
have been allowed for in it will prove to be recoverable. But, in 
view of the present military situation and the high probability that 
the war, instead of ending on March 31st of next year, will extend 
at least till the close of another campaigning season, the high side 
is the safe one to be on. Nothing in the argument that follows 
turns on a few hundred millions, and my figure is a convenient one 
to work with. That, then, will be taken as the basis of discussion — 
our external indebtedness roughly balanced by our valid external 
claims, and an internal National ]Iebt of £8,000 million. Apart 
from repudiation of this debt — a course which no serious person 
would consider for a moment — there are three methods by which 
the situation can be met. The first is the traditional method 
of raising annually by taxation sufficient money to pay 
the interest on the debt — interest the amount of which it 
may be possible later on, if conditions are favourable, to 
reduce by conversion — and to provide a sinking fund 
equivalent to, say, 1 per cent, of the principal of the debt. 
The second method is to raise within a short time by a special 
levy a very large sum with which the whole of the debt may be |^id 
off immediate!/! The third method is to compromise between thes^ 
two : to raise a special levy sufficient to discharge, not the whole, 
but a substantial part of th^ debt, and to deal with the rest by the 
annual provision of interest and sinking fund. The purpose of 
article is to discuss advantages of these 

diJfex^iit mMhodk ^ ^ 
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At the outset, it is necessary to clear the way of a misunder- 
staiKding which appears to be somewhat widely entertained. This 
has to do with the relation, in respect of a war debt, between 
the present generation and future generations. It is often thought 
that, when one generation wages a war, the debt which it leaves 
behind it may be regarded as a share of the war costs passed on 
by it to posterity. If this view were sound, the question whether 
this generation ought to collect a large levy to pay off the war debt 
would depend on the further question whether the war has for- 
warded or safeguarded the vital interests of future generations. 
Our judgment upon this political point would determine our 
economic policy, and no other considerations would have any 
important bearing upon it. But in fact the view which leads to 
these results is not sound. It is true that, in so far as a war is 
financed by loans contracted abroad, the present generation escapes 
the cost of it at the expense of future generations, and could, 
by paying off those loans out of income, assume that cost to itself. 
But, as we have seen, the foreign borrowings which the Govern- 
ment has entered into in this war are balanced or more than 
balanced by loans which it has made to Allies and Dependencies, 
so that what we are in the main concerned with is an internal debt. 
The relation of the present generation to posterity in regard to this 
kind of debt is quite different from what it is in regard to an ex- 
ternal debt. If it made a levy to pay it off, it would not be assum- 
ing for its own shoulders any cost which would otherwise have been 
met by future generations. This statement does not, of course, tnean 
that future generations have not been injured by the war. They 
have been injured by it in so far as the present generation has 
diverted into unproductive channels resources which, apart from 
the war, would have been employed in building up industrial 
equipment here or in making interest-bearing toans to foreigners. 
Nor does the statement mean that future generations have not 
been injured by the fact that the present generation has chosen 
to finance so large a part of the war costs by borrowing, and (rela- 
tively) so small a part by taxation. For, when the borrowing 
method is adopted, people tend to realise less keenly the need for 
economising in immediate consumption and, therefore, draw away 
less resources from consumption and more from the work of build- 
ing-up industrial equipment — ^thus injuring future generations — 
than they would have done if the weapon of taxation had been 
handled more courageously. The statement that the imposition of 
a large levy by the present generation to pay off the debt would not 
remove any cost from the shoulders of posterity does not deny these 
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things. They refer to the past ; it refers to the future. The point of 
it is that whatever internal debt (whether principal or interest) pos- 
terity will have to pay, posterity also will receive ; for the payment 
made will be made^ not from Englishmen to outsiders, but from 
one set of Englishmen to another. It will be, not a cost to the 
country, but a transference within it. To the obligation, upon 
taxpayers which the debt involves there corresponds an exactly 
equivalent right in the group of citizens who hold War Loan 
securities. Obviously, therefore, the debt that is handed down 
does not mean or represent the share of the expenses of the war 
that is put upon future generations. Consequently, the question 
whether it is better to retain the debt and pay interest upon it, 
or to pay it off by a special levy, does not turn in any degree upon 
how far we may "think it right that posterity should contribute 
towards these expenses. 

This conclusion, which is, of course, obvious to economists, is 
a somewhat “ dangerous ” one. For it suggests the inference 
that it cannot matter to posterity as a whole how big the internal 
debt is. That is a serious error. Though the fact that the 
connnunity owes a great deal of money to some of its members 
does not lessen its well-being directly, it does, or may, lessen it 
indirectly. This is a vital point. Indeed, it is one of the pivotal 
considerations upon which the issue between the plan of con- 
tinuous taxes and the plan of a special levy depends. In order 
to make this clear, let us suppose that the choice lies between 
continuous taxation through income-tax and super-tax sufficient 
to yield a given sum per year for an indefinite period, and an 
immediate levy of a sum that would so far reduce the debt as to 
remove the need for this amount of annual taxation. The funda- 
mental difference between these two plans is that, whereas the 
one involves a single impost, based in some way or another upon 
existing productive power, the ot?ier involves a continuing impost 
based every year upon the fiuit that the exercise of productive 
power has yielded during the course of that year* Prima facie, 
therefore, the levy method seems to possess the same sort of 
advantage over the tax method that an annual duty on the public 
value of land possesses over a similar duty upon the value of im- 
provements* Under the levy plan, everybody will pay exactly 
the sam€ amount, whatever he does; but under the tax plan 
everybody will pay less, the smaller is the income that he provides 
fcriiimsalf by work or by saving^ It is natural to infer that under 
the levy plan the productive activity of the country will remain 
but^hat under the tax plip^ it will bb checked and ham- 



1918] A SPECIAL LEVY TO DISOHABGB WAR DEBT 


139 


pared. This inference, however, is much too important to be 
accepted without careful inquiry. Both parts of it are open to 
dispute. 

First, it may be urged that, though the levy plan is 
now intended to be used once only for the special purpose of reduc* 
ing an enormous and altogether unprecedented war debt, yet in 
fact, if it isi used once, people will be afraid it will be. used again. 
They will be afraid of this in some degree even if the first levy is 
made big enough to wipe off the whole of the war debt. For there 
are many objects of great social utility f^r which money is urgently 
needed, and a powerful engine for raising money, when once 
devised and proved effective, is not likely, particularly if Labour 
obtains a large voice in politics^ to rust for long unused. If the 
first levy is not made large enough to wipe out the whole war 
debt, the fear that it may be repeated will bo still better grounded ; 
for, so soon as it is accepted as a good device for dealing 
with one-half of the debt, it is difficult to see what argument can 
be advanced to prove it a bad device for dealing with the other 
half. But, if repetition of the levy is feared, it will no longer 
leave productive activity unaffected. People looking forward will 
reflect that, the more capital they accumulate, the more they will 
be called upon to pay at the next levy ; and this is exactly the 
sort of reflection that we have supposed, under the tax plan, to 
deter them from productive activity. It is not possible to get 
over this difficulty by any system of guarantees, for no Parliament 
can effectively bind its successor. .We must conclude, therefore, 
that in real life the levy method will not be altogether without 
effect in restricting the productivity of the country. 

Secondly, it may be urged that, though current opinion regards 
a high income-tax as injurious to production, there is no real 
proof that it is so. Some people, no doubt, will work less hard 
if they know that a quarter of their earnings will be taken away 
by the State, but other people, anxious to maintain their standard 
of life, will work harder; while yet others, particularly those 
men of enterprise and force who value high earnings as evidence 
of achievement rather than for their own sake, will not be affected 
at all. It is not clear that the first of these groups will neces- 
sarily be larger than the second. This much must, I think, 
be granted. But the argument has ignored the important fact 
that income-tax, at all events as at present organised, differen- 
tiates very strongly against saving. Income that is spent on 
consumption pays the tax only once, but income that is invested 
pays it twice — once in itself and once in the fruits that the invest- 
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meat sub^qiieOtly yields. If the nominal rate of a permanent 
income-tax is a; per cent., the actual rate on saved income is 
x(2-^j^) per cent. A nominal (permanent) income-tax jit Ss. 
in the £ is thus really a tax of 8^. 9d. in the £ on income that is in- 
vested, and a nominal income-tax of 10s. in the ^ is 155. in the £ 
on this part of income. It can hardly be doubted that a tax of 
this character must, on the whole, lessen the work that people do 
in the hope of obtaining income to invest, so check investment, 
and so, through investment, productivity. 

Our analysis, so far, has not yielded any decisive results. Both 
the levy ^method and the tax method are likely to check produc- 
tivity to some extent ; and, though perhaps it may be claimed 
that, since the threat of a repetition under the levy method is 
uncertain and distant, that method is likely to have a less deterrent 
effect than the tax method, the inference is obviously insecure. 
Hitherto, however, the argument has . been abstract and 
general. It is possible that some more definite conclusion may be 
obtained if we take account of the concrete financial situation 
that will present itself at the end of the war. If no special 
levy to wipe out debt is made, the annual payment in interest 
and sinking fund on a debt of £8,000 millions will amount to 
no less than £480 millions. To this must be added some £50 
millions for pensions and, say, £280 millions for (expanded) nor- 
mal expenditure. The whole Budget cannot well be put at less 
than £800 millions. The importance of this enormous figure 
lies, not in itself, but in its relation to the money income of the 
country. It is not, of course, possible to forecast with any con- 
fidence what this income after the war will be. That depends 
in part upon the productivity of the country, and in part upon the 
level of prices — which in turn is dependent on the currency policy 
that will be adopted, not in this country only but also in all other 
important countries. In this connection it should be observed 
that increased productivity will not increase the money income 
that has to be set against the money debt, except in so far as 
the larger real income due to it has an increased money value. If 
productivity expands, but the aggregate money value of income 
is unaltered, the real payment v^hich has to be made in interest 
on the debt will have grown in the same ratio as productivity. 
This point is important, but it need not be purmied further here. 
Bfcognising our inability to fcarecast what the money income of 
th# country after the war will be, let us suppose for the sake of 
illiistration tha% including the income of holders of War Loan, 
£3,000 milfioiiii Then, since any reductkm 



1918] A SFEOIAL LEVY TO DlSOHAEaB WAE DEBT 141 

of war debt must carry with it a reduction in the nominal income 
of the country equivalent to the interest saved, the following signi- 
ficant inferences can be drawn : — 

(1) If none of the debt is wiped off by a social levy the 
revenue required will be £800 millions, namely, 800/t3,000, or 
27 per cent, of the national income. 

(2) If one-half of the debt is wiped off by a special levy, the 
revenue required will be £560 millions, namely, 560/2,800, or 
20 j>er cent, of the national income. 

(3) If all of the debt is wiped off by a special levy, the revenue 
required will be £320 millions, namely, 320/2,600, or 12 per cent, 
of the national income ^ 

These percentages, though, of course, they cannot be more 
than illustrations, are important to our present purpose. For it 
may be fairly easy to devise a schema which will raise in taxation 
12 per cent, of the national income without seriously in- 
juring and hampering production. But to devise an 
equally innocuous scheme for raising 20 per cent, will be 
much harder ; and to devise one for raising 27 per cent, very 
much harder. More generally, when the amount of the national 
money income is given, every extra £50 millions of revenue which 
has to be raised is more difficult to arrange for satisfactorily and 
more likely to involve injurious reactions upon national produc- 
tivity. Consequently , every addition to the size of the Budget 
which will be needed if no special levy is raised to wipe off debt, 
makes the chance greater that any given special levy will do more 
good by lessening the Budget requirements , than it will do harm 
through the reactions v^hich it itself sets up. 

In the light of this conclusion let us look at the present posi- 
tion. For 1917-18 the revenue w^as as follow s : — 


Customs and Excise 

£110 m. 

Income- and Super-Tax... 

239 

Estate, etc,, Duties 

31 

Excess Profit Duty 

220 

Other Tax Revenue 

13 

Total of tax revenue ... 

613 

Non-tax revenue 

94 

Grand total 

£707 m. 


The Excess Profits Duty, though it may perhaps be continued 
at a reduced rate for a few years after the war, is obviously not a 

^ If we had taken the money national income, including debt interest, at 
3,500 miUions, these percentages would have been 23, 17 and 10 : if we had 
taken it at 2,500 millions .they would have been 32, 24 and 15. 
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tax that can be retained permanently. Apart from it, the revenue 
now amounts to some ^468 millions. Since, when the excess 
profit duty is removed, income now taken as excess profits would 
become liable to income-tax and super-tax, we should add, say, 
£60 millions to this, making £530 millions in all. This is £270 
millions less than the Budget requirements anticipated after the 
war ! With money incomes probably less than they are now (in 
consequence of a lower level* of prices) what taxes relatively in- 
nocuous to production is it possible to devise to raise this enormous 
sum? Except in so far as other duties are imposed — and, broadly 
speaking, other dutiesi hamper and interfere with production more 
than the income-tax does — it would seem inevitable that income 
tax and super-tax, which yielded £239 millions in 1917-18, will 
have to be raised permanently to double the rates which then 
ruled. The standard rate of income-tax in that year was 5^. in 
the £, or 25 per cent., and, on the highest incomes, income-tax, 
together with super-tax, worked out at approximately 8s. 4d., or 
42 per cent. If this scale is doubled the effect on unearned in- 
comes up to £2,500 and on all incomes above that amount, is 
illustrated by the representative figures set out in the following 
table : — 


Incomes of £500 will pay 3/9 i 
„ £1,000 „ 5/. 

„ £2,000 „ 7/4 

„ £2,600 „ 8/8 

„ £3,000 „ 10/- 

„ £6,000 „ 11/3 

„ £10,000- „ 13/1 

„ £30,000 „ 15/8 

„ £76,000 „ 16/2 

„ £100,000 „ 16/7 


the £ = £93 

leaving £407 

„ = £250 

>» 

£760 

„ = £733 

>» 

£1,267 

„ = £1,083 

»» 

£1,417 

„ = £1,500 


£1,500 

„ = £2,895 


£2,125 

„ = £6,641 

»» 

£3,469 

„ =£23,500 

»♦ 

£6,50Q 

„ =£60,624 


£12,366 

„ =£82,916 

»» 

£17,084 


This table exhibits the sort of rates that would be necessary 
if it were required to raise by income-tax and super-tax double as 
much money as was raised by these taxes in 1917-18. No doubt, 
the general arrangement of the income-tax and super-tax scale 
might be smoothed out and improved in various ways. But no 
remodelling could do away with the need for rates very high even 
for small incomes and enormously high for large ones. Further- 
more, it must be noticed that in any graduated scale the rate on 
an addMdon to any income must always be higher the rate 
on the whole amount to which the addition raises iti Thus, under 
the system illustrated in the above table (t.e., the 1917*18 income- 
and hiqwr-tax scale doubled) an income of ^1,000 would pay 5s. 
in the £ and one of i£l,600 6*. in the £. This implies that, if a 
extra saving increased his ih^bme from 4l,000 to £1,500, 
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he would have to pay on the fruit of that extra effort, not 6s., but 
8s. in the £. The extra effort that raises an income from £2,500 
to £3,000 would be mulcted of no less than 16s, 8d. in the £ ; 
that which raises one from £9,000 to £10,000 of 16s. 2d . ; from 
£10,000 to £20,(000 of 16s. lid. ; from £30,000 to £40,000 of 17s. • 
from £75,000 to £100,000 of 17s. It seems impossible to doubt 
that these tremendous rates — tremendousi even on additions to 
relatively low incomes — musLt seriously check enterprise. The 
gain left as a reward for success in risky undertakings would be 
so small that many, who would otherwise have adventured out of 
the beaten track, will no longer think it worth while to do so. The 
temptation, too, for a rich man to indulge in extravagant con- 
sumption will be very great, for, if he saves and so adds to his 
income, more than three-quaiters of the new income so acquired 
. will be swept up by the State. Nor is even th’s all. It has to be 
remembered that there are neutral countries that will have no 
need for these high rates of taxation, and that some of the bel- 
ligerent countries may remove their need for them by resort to 
a special levy. Hence men of enterprise and men with large 
capital will be under a strong temptation to take up their residence 
elsewhere ; for, though by doing this they cannot escape British 
taxes (or the effect of these taxes upon selling price) on their 
holdings of British property, they can at least set their prospective 
new accumulations and personal earnings free from them. The 
moral of all this is that, if no special levy is made, the rates and 
forms of taxation, which this country will be compelled to adopt, 
threaten, in their indirect consequences, very great peril to the 
productivity of our industry. If only a small or moderate revenue 
were needed, the advantage to be looked for from cutting dovm 
the principal of the war debt by means of a special levy might or 
might not outweigh the disadvantages. But, with the enormous 
revenue that will in fact be needed, the scales are no longer 
balanced. From the side of industrial productivity we are dTivcn 
towards a special levy, as the one way out of a situation which 
must otherwise prove intolerable. 

This conclusion, however, is not by itself decisive. In the 
choice between different methods of meeting the internal debt, 
the effect upon productive activity is not the only thing that has 
to be considered. Attention must also be paid to what is “ fair” 
between different classes of people. To coUect all the money 
needed from persons who happened to have red hair would, for 
example, be an inadmissible proceeding, however excellent the 
ineM might be on the side of production. The policy of a 
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special levy has, therefore, now to be considered from the point 
of view of fairness. It is plain that, whereas the taxes ordinarily 
imposed to meet the recurrent needs of Government are based in 
some way upon the annual flow of different people’s incomes, a 
special levy must necessarily be based on the fund of their resources 
as these exist at some given moment. It, therefore, implies the 
relief of persons who in future years will earn income by labour 
of hand and brain and by accumulating new capital, at the cost 
of present j>ossessors of resources of all kinds and of future pos- 
sessors of that part of now-existing resources wliich is capable 
of being handed down. To this extent, therefore, if the tax 
method is fair as between future earners and accumulators and 
the present (and future) possessors of existing resources, the 
method of special levy must be unfair. But is the tax method 
fair? In ordinary times, no doubt, when it is a question of 
financing the normal recurrent expenses of Government, income 
is the obvious basis ui)on which the contributions of different 
citizens should, with suitable allowances and graduations, be 
assessed. But in a tremendous emergency like this war, ought 
not the basis to be changed from the flow of income to theis fund 
of resources? Of course, during the actual conduct of the war the 
things then wanted mus't come out of income, for the simple 
reason that the great bulk of resources (railv^ay plant, houses, 
many types of specialised brain power) are embodied in forms not 
useful for immediate military needs. But this is not inconsistent 
with the thesis that resources rather than income are the proper 
basis upon which expenses should be charged. If all resources 
were in the form of food and shells and guns, it would not, I 
think, ever occur to anybody to deny this. But once let it be 
granted, and the fairness of a special levy directly after the war 
to pay off debt arising out of the war is implicitly admitted also ; 
because this device throws upon the fund of resources a little later 
on a charge which, it is agreed, we should like, if we could, to 
thro^v upon them at the time. 

It will have been noticed that, in th© above alignment, the 
“ fund ’’ which has been contrasted with the flow of inccMdiie is 
resourced. This term has been used advisedly, because the mgtxr 
ment requires us to bring into account, not only material capital 
as ordinarily understood, but also the “ inunatemi capital 0 
mental and manual power. From the point of view of fairness 
a n^’s bj^aip is just as properly assessable for the purpose of a 
ap^a! levy as his factory or :his house. As a memB of providing 
ad^l oif yiri|aai inc^anac* it is ^a^t|y the same.|ootmg as they 
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are. When the general rate of interest is given, the present 
value of the factory and the brrin alike can be deiived from the 
income that th^y are expected to yield before they wear out. It 
must, indeed, be observed that what is counted in income from a 
factory is, not the gross income, but the net income that is left 
over after enough has been deducted to provide for depreciation. 
Thus, what is actually counted as income from a factory may-be 
regarded as permanent, and the present value of the factory is 
roughly the present value of a permanent annuity equal to this 
assessed income. The income of a man’s brain, on the other hard, 
is counted gross. Consequently, the present value of this piece 
of capital is the present value of an annuity equal to this assessed 
income over a period of years measured by the man’s expectation of 
life. Strict fairness demands that the capital value of brain-power 
calculated in this way shall be set alongside of ordinary material 
capital and treated jointly with it as the basis of our special levy. 
Unless this is done the levy will discriminate unfairly against 
owners of material capital as compared with owners, such as 
barristers, doctors and prime ministers, of the immaterial capital 
of trained intellect. 

Now, it is generally held by advocates of a special levy that, 
if such a levy is made, it must, for practical reasons, be confined 
to material capital and cannot possibly be extended beyond this. 
If this be so, it will follow that any levy must be to some extent 
unfair. The next step, therefore, is to inquire whether the un- 
fairness will be so great that the whole plan ought to be aban- 
doned. Plainly, this question is necessary, because, since all im- 
posts are bound to be in some degree unfair to somebody, if the 
presence of any unfairness were taken to rule a tax out of court, 
it would be impossible to impose any tax whatever. We ask, 
therefore, whether a special levy, from which immaterial capital 
is exempt, will be very unfair or only a little unfair. Here two 
lines of reasoning are relevant. 

The first starts from the distribution of capital aihong persons 
of different ages. From the statistics of estates passing at death it 
can be deduced that practically all the material capital of the 
country is held by persons over twenty years of age. ; that persons 
over fcMrty-five, who constitute about one-third of these persons, 
own about three-fourths of the whole ; so that the representative 
man over forty-five holds about six times as much material capital 
as the representative man between twenty and forty-five. But 
young men, who excel older men in physical strength, have been 
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forced to give thpir physical strength in the war, while older men 
have been exempted. The fact that old men excel young men so 
greatly in financial strength suggests that the balance might be 
partly adjusted, and something less unlike equality of sacrifice 
secured, by a levy whose incidence would in the main fall upon 
persons exempted from military service. This argument does not, 
of course, profess to rebut the charge that a special levy confined 
to material capital will be unfair to, owners of material capital 
as against owners of immaterial capital. But it suggests, as a 
partial compensation for this unfairness, that such a levy will go a 
little way towards setting right another unfairness which is very 
palpable and glaring. 

The second relevant argument concerns the size of the differ- 
ence which will be made to the levy from owners of material 
capital if, a given aggregate amount of levy having been deter- 
mined upon, owners of immaterial capital are exempted. Owing 
to the fact that “ earned income” is interpreted by the Revenue 
authorities so as to include the earnings of private businesses, 
which are, of course, largely the fruit of material capital, it 
is impossible to make this calculation with any approach to accu- 
racy. On the basis of such statistics as are available it may, how- 
ever, be hazarded that, of income falling within the province of 
the income-tax, probably as much as three-quarters of the whole 
is — or, at all events, will be after the war, when War Loan 
holdings come into the account — due to material capital. Since 
the largest “ earned ” incomes are likely to belong to elderly men , 
the number of years’ purchase at which they should be capitalised 
is presumably small. Say it is on the average ten years. This, 
with interest at 5 per cent., will make the present value of the 
existing immaterial capital something like one-tenth of the value 
of existing material capital. Even, therefore, if no account is 
taken of the fact that a considerable part of tbe country’s brain- 
power belongs to people whose total capital is relatively small and 
would, therefore, under a graduated scale, be subject to a low 
rate of levy, it will follow that the exemption of brain capital 
from the levy will not make very much difference to the burden 
which owners of material capital will have to bear. It will only 
make this burden, on the average, one-tenth larger Ijhan it would 
have been if brain capital had borne its proper share. If this cal- 
ctilatwn is anything like correct— obviously, it re®ts largely bn 
gu^work-tthe unfairness involved in a special levy from which 
brain ca^atal is exenapt is small. It is not important ebough to 
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rule out of court a method of dealing with the national debt which 
has been shown to have substantial advantages from the side of 
production. 

So far we have proceeded on the assumption that brain capital 
cannot be brouglit under the levy. And it is quite clear that it 
cannot be brought under it directly in the same way as material 
capital. If, however, it is held that fairness absolutely demands'it, 
a way out of the difficulty is available. It would be possible to 
assess upon all persons now paying income-tax upon earned 
income an additional annual tax for the remainder of their lives, 
actuarally equivalent to the burden which would have been imposed 
upon them had they been brought directly under the special 
levy. The proceeds of the tax should be used, not in paying in- 
tdtest on the debt, but, like the money raised by the special levy 
itself, in helping to wipe out the principal. From the point of 
view of production it would, of course, be best that this tax should, 
if possible, be a fixed annual amount like a rent-charge, and not 
an amount dependent upon the income actually earned from year 
to year by the persons made subject to it. Whether on the whole 
it is desirable that a compensatory impost of this kind should be 
placed upon the earned incomes of persons now alive, seems to 
me very doubtful. The chief point in its favour is that its asso- 
ciation with the special levy on material capital would emphasise 
the exceptional character of that levy, and so perhaps slightly 
mitigate the fear — highly injurious to saving and production — 
that capital levies, once experienced, will be repeated at short 
intervals for ordinary revenue purposes. But it is not necessary 
to my argument to decide for or against this compensatory impost. 
It is sufficient to have shown that, if a special levy on material 
capital alone is considered too unfair to be admissible, means exist 
by which the unfairness can be removed. 

At this point, however, another line ^f argument is en- 
countered. A special levy on material capital may be desirable 
from the standpoint of productivity, and it may be so arranged as 
to be free, in theory, from any large element of unfairness ; but, 
say its opponents, it is in practice quite unworkable. For two 
insuperable difficulties stand in its way, the difficulty of valuation 
and the difficulty of actually collecting the levy. These difficulties 
we have now to review. To do this satisfactorily, we peed to 
know in what forms the capital of the country is held, and what 
is the relative importance of the several forms. Upon this matter 
no direct information is available. But the statistics of estates 
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passing at death throw some light upon it. For the fiscal year 
1913-14 and 1914-15 the gross capital of which the Estates Duty 
Commissioners had notice was made up as follows : — 


DiSTItIBXJTION OF PROPERTY. 


Stocks, funds, shares, etc. 

Cash in home and bank 
Money on mortgage, etc. 

Policies on insurance ... 

Trade assets, book debts, goodwill, etc. 
Household goods, apparel, etc. 

Agricultural land 

House property and business premises 

Ground rents, etc 

Other property 

Total 


Passing at 

Passing at 

Estimated at 

death in 

death in 

the end of- 

1913-14 

1014-16 

the war. 

46% 

6 % 

390/0 

6 % 

60% 

4% 

7% 

6 % 

4% 

4% 

3% 

2 % 

6 % 

6 % 

3% 

3% 

3% 

2 % 

5% 

8 % 

6 % 

14% 

16% 

10 % 

1 % 

1 % 

1 % 

10 % 

13% 

8 % • 


100 % . 100 % 100 % 


Except in so far as some forms of property evade death duties 
more easily than others, the first two columns of the above table 
may be taken to represent roughly the distribution of property 
among different forms before the war. After the war, however, 
it may be expected, in consequence of the enormous volume of 
War Loan securities, that the proportion of the whole represented 
in stocks, funds, shares, etc., will be very greatly increased. War 
Loan by itself will very likely amount to one-third of the whole, 
BO that, though there must be set against it a large diminution 
in our holdings of foreign securities, it may well be that the first 
item in the table will be raised to 60 per cent. If this happens, 
all the other percentages must be reduced to two-thirds of. what 
they stood at in 1914-15, and the third column of the table will 
roughly represent the facts. In that column, then, we have a 
starting-point for estimating the true scale of the valuation 
problem. 

Clearly, there need be no serious difficulty about the first four 
items, with the exception, perhaps, of those classes of securities 
which change hands so seldom that their quotations are more or 
less fictitious. These items together we have estimated to amount 
zitBT the war to some 70 per cent, of the whole. Further, the 
most important of the other items, namely, bouse property, busi- 
ness premises and agricultural land, could be roughly assessed 
on basis, of the income-tax returns, appeal being allowed to 
aiijrone who felt himself aggrieved. But for trade assets, etc., 
bous0h<4d gpodjsi and apparel, and misc^laneous property, it would 
seem 'tliat the ordj available method is direct appraisement — 
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a process which it would take years to apply over the whole 
country. On the figures given in the table, these items should 
work out after the war at some 13 per cent, of the whole. But, 
since they proba|)ly evade death duties to a considerable extent, 
and so are not fully counted, it would be safer to reckon them 
at, say, 20 per cent. Plainly, to leave them outside our capital 
levy would be very unfair to owners of other sorts of property, 
and would be the more objectionable in that it would directly 
benefit those persons who, during the war, have been trying to 
evade their obligations to the State by investing their resources 
in such things as pearls and pictures. On the other hand, the 
task of ^ general valuation is so prodigious and would prove so 
irritating that any Government would think many times before 
embarking upon it. Here, therefore, is a serious impasse. It 
would seem, however, that the difficulty might be got over by 
postponing the levy due from these items and storing it up, as 
it were, till the next occasion on which they pass at death and 
so have to be valued in the ordinary course. No doubt, this post- 
ponement would offer opportunities for evasion to unscrupulous 
persons. That, however, cannot be helped. It would be better 
to accept that loss than to undertake the gigantic task of an imme- 
diate general valuation. The evasion and the loss to Government 
that must result from it is regrettable. But it is not a fatal 
obstacle to a special levy on capital any more than the evasion of 
death-duties and income-tax that now takes place is a fatal objc'c- 
tion to these means of raising revenue.^ 

There remains the difficulty of actually collecting the levy. It 
is often maintained that this cannot practically be cTone, because, 
if it were attempted, a vast number of people would bc^. compelled 
to throw securities and other property on the market in order 
to obtain the wherewithal to pay the levy, and would find there 
no buyers. The first and most obvious answer to this objection is 
that the Government need not require payment of . the levy in 
cash. There is no reason why it should not accept all Trustee 
securities, and many others in which there is normally a free and 
fairly wide market, at their market value on some specified day. 
Of course, if it did this, it would lose through some of these securi- 
ties falling in value, but, the field being wide, it would probably 
gain to about an equal extent through others rising. Since then 

' Since this was written^ Mr, Arnold has suggested in the House of 
Commons m ingenious plan under which, in the first instance, the levy would be 
collected on valimtions made by the owners of capital themselves, the Btate 
subsequently going through these valuations at leisure and making the 
necessary adjustments up or down. 
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we have reckoned, that some 60 per cent, of the capital of .the 
country will be represented by securities, the great majority of 
people subjected to the levy would probably be able to meet it 
without making any sales at all. But, even if this were not so, 
or if, for any reason, the Government decided to accept in pay- 
ment only a very limited class of securities, the argument here 
under review would not be valid. For, after all, whatever money 
is paid over to the Treasury will not be locked up there in a box, 
but will probably be expended in buying up and cancelling War 
Loan stock. The people from whom this stock is bought will 
want other securities instead of it and will, therefore, constitute 
a market for those that other people are offering for sale in order 
to raise money for the levy. There should be no difficulty about 
so arranging things, with the help of temporary loans from the 
banks, that the Government purchase of War Loan keeps pace 
with the sale of the other securities, thus making the market for 
them effective and obviating the need of forced sales. 

No doubt, however, certain persons will not be in a position to 
raise either money or securities to meet the levy upon them, if 
they are compelled to pay the whole of it at once. Owners of 
private businesses, the greater part of whose resources is locked 
up in their businesses, and whose holding of securities is not more 
than sufficient 'to provide collateral for loans in case of need, can- 
not be expected to raise large sums quickly. Some landownqrs 
may be similarly situated. It would be necessary to allow these 
'persons the option of payment by instalment, as is done at present 
under death duties, or even perhaps in special circumstances to 
accept the payment of interest on the levy, until such time as the 
property affected was broken up on the death of its owner or other- 
wise, and the payment of the principal thus became feasible. It 
is obviously within the power of the Eevenue authorities to make 
satisfactory rules. for overcoming technical difficulties of this kind. 
On the whole, therefore, it would seem that the problem of actually 
collecting the levy, as well as the problem of valuation, can be 
adequately solved. The plea that a special levy on capital would 
be unworkable in practice cannot be sustained. 

We come thus to our final problem ; What rates ought to be im- 
posed on different capitals and what aggregate amount of levy 
should be looked for? The first question that hasi to be answered 
in this connection is : Ought holdings of War Loan to be placed, 
ih tiie n^l^er of rates, on the same footing as other capital, or 
should they be accorded specially favovnable treatment?^ There is 
clearly no ca|e for the special treotnp^t of Wai Leap stock which 
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has been obtained by the conversion of consols or from the pro- 
ceeds of the sale of other securities held before the war. But some 
of the War Loan stock which has been purchased with new money 
has, no doubt, been the fniit of special and patriotic saving, for 
which some recognition might be claimed. Furthermore, it must 
be remembered that all capital created with new money during 
the war has been subjected to a burden, not experienced by the 
capital accumulated in earlier times, in consequence of the high 
war income-tax ; and War Loan constitutes the predominant part 
of this war-time creation of capital. Against these considerations 
has to be set the fact that it would be practically very difficult to 
distinguish War Loan holdings that have been bought with new 
money from other War Loan holdings ; and still more difficult to 
distinguish among them those that are the fruit of special patriotic 
savings from those that have been secured out of abnormal war 
profits. It has also to be remembered that a special levy on 
capital will be, to a large extent, a substitute for high continuous 
income-tax on unearned income, and that nobody has proposed 
to. give income from (ordinary) War Loan any special abatement 
under income-tax. Probably it would be convenient to privilege 
SWar Loan to the extent of accepting it in payment of the special 
levy on terms somewhat more favourable than are accorded to 
cash and other securities, but, on the whole, particularly in view 
of the heavy reduction that any more substantial privilege must 
cause in the yield of the levy, the case for going further than this 
does not seem to be made out. 

A more difficult question to decide is whether the rates of the 
special levy should depend simply on the amount of people’s hold- 
ings or should take account also of the size of their families. There 
can be no doubt that the present income-tax scheme, under which, 
except for small incomes, bachelors and the fathers of a number 
of young children have to pay practically equal taxes, is exceed- 
ingly unfair. For income-tax this unfairness could easily be 
remedied. But with a levy on capital there is the difficulty that 
a nmn who was a bachelor at the moment the levy was made might 
be a family man a few years later, while one who was a family 
man then might, in a little while, have become a childless widower. 
Under an income-tax adjusted to family conditions these changes 
would be allowed for automatically ; but, under a levy on capital, 
since t|u8 accomplishes itself^ once and for aH, no allowance for 
them would be possible! Clearly, therefore, if it is decided to 
modify the of levy according to family conditions, the extent 
of the modification ought to be much smaller than would be appro- 
No. no.— VOL. xxvin* M 
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priate under income-tax. Probably the best that can be done; 
practically is to allow some slight modi^ations where capitals 
are small, but none where they are large. We need not con- 
template any relief substantial enough to affect seriously the aggre- 
gate return from any given schef&e of levy. What then should 
the scheme be, and what yield may be hoped for from it? 

In an important paper in the Journal of the Eoyal Statistical 
Society (July, 1915), Sir Bernard Mallet and Mr. Strutt have 
estimated that the capital of the country in private hands in any 
year is about thirty times the amount passing at death in that 
year. This “ multiplier ” is the result of a very elaborate and 
skilful inquiry, and, though, of course, it is liable to error, for 
the present it holds the field. For the year 1913-14 Sir Bernard 
Mallet and Mr. Strutt take the net value of the property passing 
at death to be approximately equal to the net value of property 
of which the Commissioners of Inland Keyenue have notice for 
Estate and Probate duty, plus an estimated allowance of some 
£65 millions (including £15 millions as between husbands and 
wives) for settled property not coming under review. The total 
amounted to £359 millions. Multiplying by 30, this gives an 
aggregate of approximately £11,000 millions of property in fffivate 
hands in the United Kingdom in 1913-14. This figure we may 
take as a starting point. In order to obtain an idea of the kind of 
return that any given scheme of levy on capital after the ypar 
might be expected to yield, we require some estimate of what the 
corresponding figure for aggregate capital values in private han^s 
will amount to then. 

In August, 1914, a law was passed by which the relief hitherto 
granted to settled property (other than husbands’ and wives’) 
passing at death under the terms of a prior disposition was abro- 
gated. Consequently, some fifty millions of money passing at 
death, which under the old rule would not have come under the 
notice of the Inland Revenue Commissioners, and for which Sir 
Bernard Mallet and Mr. Strutt made an allowance, would under 
the new rule come under their notice and be recorded. Conse- 
quently, had the capital value of property generally remained as 
before, the value paying estate-duty in 1914-15 should have been 
soine £50 millions more than it was in 1913-14. As a matter of 
fact, it was only some £10 millions more. The inference is that, 
in consequence of the war, property in general depreciated in 
l‘W4-15 ip the ratio of something like 360 td 32(^that is, by 
about 11 per cent^ This inferen^ is not a surpritiBl one when 
a^Bnt i^ itfdcen of the great faU> in the valnc of securities, con- 
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sequent upon the rise in the rate of interest offered for new 
capital. 

After 1914-15 statktics of capital coming under the notice of 
the Inland Be venue Commissioners are no longer available. We 
have, however, figures for the yield of the estate duties. The yield 
in 1916-17 exceeded the yield in 1914-15 by about 12 per cent. 
In view of the various reliefs that the law accords to the estates 
of soldiers killed in the war, it is not necessary to discount 
this increase very greatly on account of war casualties. Conse- 
quently, as a very rough statement, we may perhaps conclude 
that the contraction in the value of property in private hands that 
took place in the first year of the war had been made*good by 
1916-17, and that in that year this value had returned to about 
what it was in 1913-14, namely, £11,000 millions. The recovery 
was presumably due to the excess of new War Loan holdings over 
the further depreciation of other property and the loss of foreign 
securities by sale abroad. 

To step from this platform, which is itself extremely insecure, 
to the probable value of property in private hands when the war 
and the post-war settlement are over, is, of course, only possible 
by the help of extremely hazardous guess-work. In April, 1917, 
internal debt amounted to something over £3,000 millions. We 
are supposing that, by the end of the war and the settlement, 
this internal debt will have become £8,000 millions. Conse- 
quently, if no other factor comes into play to affect the value 
of property in private hands, we should expect this property 
to have increased by some £5,000 millions. Of course, 
however, other factors will come into play. First, there 
will be the physical deterioration of a great deal of existing 
property through inadequate renewals and repairs — against which 
will have to be set the creation of new property in the iron and 
steel and other industries associated with the war. Secondly, 
there will be changes in price level, which must affect the value of 
such things as house property. Thirdly, there will be changes in 
the rate of interest. It is impossible to forecast the net effect of 
these various factors. Since, however, we require some figure, 
I hazard the guess that, apart from the new War Loan securities, 
the value of the country’s capital will te much the same after the 
war as in 1916-17. This means that, counting the new War 
Loan, it will come to somewhere about £16,000 millions, or half as 
much again was immediately, before the war. 

The scale or Estate duties ruling from August, 1914 ranges from 
1 pet cent, on estates from £100 to £500 up to 20 per cent, on 

* « m2 
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estates of one million and upwards. The yield of these 
in 1913-14 (when estates passing under .settlement were exempt) 
was ^21*64 millions. Had the settled estates been included, it 
would, on Sir Bernard Mallet’s and Mr. Strutt’s figures, have 
been about £06 millions. Hence a levy on the estate-duty scale 
on all property in private hands would have yielded some thirty 
times this amount, namely, JE800 millions. It follows that, i/, 
after the war, a levy on the estate-duty scale on all property in 
private hands gives the same proportional return as it would have 
done in 1913-14, that return will amount to £1,200 millions. But, 
in order that the italicised condition may be fulfilled, the new 
property we are supposing to have come into existence must be 
spread over the groups subject to different rates of duty in the 
same ratio as the property existing in 1913-14. This is made 
obvious by the annexed table, in which are shown for 1914-15 the 
several rates of estate duty together with the proportion of the 
taxed property subject to each rate. 


Value of 
estates : 

“ Small estates ** 
£100— £600 
600— 1,000 

1,000— 6,000 

6.000— 10,000 

10,000— 20,000 

20,000— 26,000 

26.000— 40,000 

40.000— 60,000 

60.000— 60,000 

60.000— 7O,0OO 

70.000— 75,000 

75.000— 80,000 

80.000— 100,000 

100.000— 150,000 

160.000— 200,000 

200,000— 260,000 
26C,tK)0— 300,000 

300.000— 360,000 

360.000— 400,000 

400.000— 500,000 

600.000— 600,000 

600.000— 760,000 

760.000— 800,000 

800.000— 1,000,000 
Over 1,000,000 


Percentage of total 
estates falling 
into this class. 

2-8 

0-9 

3-4 

14-6 

9-5 

11-4 

41 

8-6 

3-8 

{«) 

0-9 

{<■»} 

5-7 

3-3 

2-3 



2’3 

00 

1*3 

6-0 


Death-duty 

scale. 

1 

2 

3 

4 

5 

6 
6 
7 

7 

8 
8 
8 
9 

10 

11 

12 

13 

14 
16 
16 

17 

18 
18 

19 

20 


Now it is practically certain that, during the war, rich people, 
who have had a greater margin for saving than ^r people, will 
Vve added to tiieir capital in a larger proportion. Consequently, 
the percentages in the lower half of the first colun^ of thin table, * 
that is to say^ the percentages.representil::^ capital liable to the 
higher .rates- of levy, will have increased, while the percentages in 
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the tipper half will have diminished. It is, of course, impossible 
to say how large this shifting will have b^n. Let us suppose 
that the new capital will be in the hands of rich people in such a 
proportipn that it is on the average subject to double the rate 
of duty to which capital in general is subject. On this assump- 
tion a levy on the estate-duty scale on all property in private hands 
after the war would yield some £1,600 millions. 

If the capital equivalent of the 1917-18 rates of income-tax and 
super-tax on unearnM income are calculated on the basis of a 
5 per cent, rate of interest, it will be found that the resultant scale 
has a rough resemblance to the scale (except in its lowest part) 
that would be formed by doubling throughout the 1917-18 rates of 
estate duties. The two scales move upward in the same general 
way and both come to rest in the neighbourhood of 40 per cent. 
In view of this fact it must be conceded that a capital levy on a 
scale double the 1917-18 estate-duty scale would not pass the 
bounds of what practice is already in effect acquainted with. In 
view of the extreme financial need we might, I think, venture upon 
a scale as high as this. On the basis of the calculations set out 
above, a levy on that scale would yield some £3,200 millions. There 
is, however, clearly no reason why the upward movement of the 
scale should stop abruptly, as it would do if the estate-djity rates 
were simply doubled and no other change made, with fortunes 
of £1 million. By steepening it at the upper end we might make 
it yield something more. Yet another addition could be made 
by bringing under the levy some impersonal property not in 
private hands, such as investments of insurance companies, a pro- 
portion of companies’ reserve funds, the property of 86me corpor- 
ations, and so on. With good luck our levy might be made to 
yield not far short of £4,000 millions, or half the anticipated 
internal debt. If that amount of debt could be wiped off, we 
should be enabled to dispense with some £240 millions of annual 
taxation — almost exactly the suna that the income-tax and super- 
tax brouglt into the Exchequer in 1917-18, and considerably 
more than the whole revenue before the war. The help that would 
be given towards balancing the post-war Budget is therefore real 
and substantial. If, as many persons may be inclined to think, 
the national capital ought to be put higher than the figure I have 
taken, the gain would be pro tanto greater. 

This discu^ion, despite the length to which it has extended, 
^ does not, of course, profess to be exhaustive. There are many 
difficult pointi of detail, such as the treatment of foreign holders 
of various forms of British property — balances or current accounts 
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m British banks at the one extreme, house property at the 
other— the treatment of charitable and educational corporations, 
and, perhaps, most puzzling of all, the treatment of British holders 
of 4 per cent. War Loan guaranteed free of income-tax — about 
•which nothing has been said. All these things require consider- 
ation. Further inquiry, too, is needed into the statistical side 
of the problem, and into the exact type of graduation which the 
scale of rates should embody. Indeed, the whole subject would 
well repay study by an expert Treasury Comtaittee. For the plan 
of imposing a special levy on capital after the war is over is not 
red revolution. It is a policy seriously put forward to meet a 
financial situation so difi&cult that any method of dealing with 
it is bound to involve a number of grave disadvantages. 

A. C. PiGOU 



A CAPITAL LEVY ; THE PROBLEMS OF REALISATION 
AND VALUATION. 

The chief practical objections to a Capital Levy may be reduced 
to two — ^the difficulties of realisation and valuation. In this article 
I propose to deal with both these problems. 

Apart from the difficulties of realisation there is a common 
fallacy with regard to a Capital Levy which should perhaps be 
touched upon first. 

It is said that a Capital Levy would absorb liquid capital just 
at the time when it is wanted most, that is, during the period of 
reconstruction following the war. Those who make tfiiis objection 
overlook the purpose of a Capital Levy, which is to pay off War 
Stock. A Capital Levy does not use up liquid capita] at all ; it 
merely changes its ownership to some extent. The total amount 
of liquid capital available in the country would not be altered or 
diminished a penny piece by the operation. The Levy is for 
the purpose of paying off War Stock, and in so far as the Levy 
is paid in cash — and by cash is meant, of course, not only gold 
and notes, but also cheques and so forth — the Government does 
not keep the cash, but it will be used by the Government to pay 
off holders of War Stock. The total amount of cash taken by the 
Government from individuals under a Capital Levy will be exactly 
equal to the total amount of cash paid by the Government to other 
persons, that is, to holders of War Stock. Much of tjie cash will 
be u8ed*to pay off part of the holdings of banks and large com- 
panies, and some cash also will, of course, be paid to individual 
holders of War Stock. The banks, limited companies, and indi- 
viduals who receive cash in exchange for War Stock •will then 
have it available 'to lend or to use in one way or another. On 
balance, therefore, the total amount of liquid capital in the country 
will not be altered a penny piece, and its distribution will probably 
be imjuroved, for by the redemptbn of part (rf their War Stock 
there would ^ ^ larger'' aggregation of liquid capital in a freer 
fmrm in the hands of the banks and other agencies to which people 
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are adcnstomeS to go for capital. Moreover, those limited com- 
panies which hold War Stock — and nearly all do — would receive 
cash for part of their holdings. So that the 'main industrial con- 
cerns of the country after the war would, under a Capital Levy, 
have a larger amount of liquid capital available than they would 
have under the alternative plan of a high income-tax. 

In so far, then, as the Levy is paid in cash, it would mean 
no stagnation of trade and industry, but I believe that propor- 
tionately very little of the Levy would be paid in cash. There 
is, indeed — at any rate, in theory — ^no absolute reason why a penny 
piece of cash should be required for the operation. But I do not 
wish to examine a scheme which excluded cash altogether, because 
it would be somewhat inelastic. All I would say is that under a 
good and easily practicable scheme the amoufit of cash required 
would be very much smaller than is commonly supposed, and 
would constitute no dilficulty at all. 

I come now to the problem of realisation in order to pay or 
meet the Levy. It is objected that securities and so forth would 
be thrown on the market all at once, w^hen there were no buyers 
about, or few buyers about, and that prices would collapse. In 
point of fact by four principal methods the whole of the Levy can 
be paid or met with little or no realisation or selling of securities 
or property at all. 

The first and most obvious method is by payment direct in 
War Stock, and by that I mean War Stock of every kind — ^War 
Loan 1929-47, National War Bonds, and Exchequei* Bonds of 
every denomination, Treasury Bills, and so forth. Any kind of 
British War Stock could be handed over to the Government in 
payment of the Levy, and the Government when it received* the 
Stock would simply cancel it. That does not mean that War 
Stock holders would be in a worse position than anybody else. 
Oh the contrary, they would be in a somewhat better position. 
The pride at which the Stock would be taken in payment of the 
Levy would be so fixed as to give some advantage to „War Stock 
holders. To pay in War Stock would not be compulsory. It 
would be entirely optional, but it would be encouraged by some 
advantage in price and also it would be an easy way of paying 
the ljevy and it would undoubtedly be largely cl&sen. 

1Phe second method of paying the Levy without realising stocks 
and shines is by handing over to the Treasury recognised securities 
at idartaiii fixed quotations. The Treasury would issue a liit of 
seeurftieB which would be in payment jthe Levy, 

lists ham b^^n; issued by the j'freasury. fidiing the war 
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for the purpose of mobilising securities. By a spmewhat similar 
operation many recognised securities would be accepted in pay- 
ment of the Capbal li^vy. The list would include Colonial i3k)vern- 
ment Stocks, Indian Government Stocks, British Corporation 
Stocks,' Loans of* Public Bodies in the United Kingdom, Deben- 
tures and Prior Charges of the Home E ail ways and of the best 
Colonial and Foreign Bail ways, and Debenture Stocks and Prefer- 
ence Shares of good companies. All these securities could be 
handed over to the Government in payment of the Levy. The 
Government in its turn would have no need to realise. The great 
bulk of the securities would be speedily exchanged by the Govern- 
ment with War Stock holders under voluntary and agreed arrange- 
ments, some slight advantage in price being given to War Stock 
holders as an inducement to them to make the exchange. All 
details of these arrangements would be at the discretion of the 
Treasury, Under them a very large amount of the debt of the 
country would be dealt with and cancelled. There would, of 
course, be no compulsion about these exchanges. They would 
be perfectly voluntary, but many companies and individuals wdll 
be very willing to make them, especially in view of the fact that the 
rate of interest at present yielded by high-class securities is almost 
certain to go down as years go on, and, therefore, good, irredeem- 
able securities with fixed interest , are better as a permanent hold- 
ing than War Stock. In view of these considerations, it is obvious 
that many companies and individuals would readily exchange on 
favourable terms, say d610,000 of War Loan 1929-47 for about — 
at present prices — £15,500 of London and North Western Bailway 
Debenture Stock, and the Treasury would have at^its disposal 
for exchange purposes a large mass of most excellent securities 
which would have been handed over to the Government in pay- 
ment of the Levy. For practical purposes these sedurities are 
as safe as War Stock, and thei'e is a much greater prospect of 
them appreciating largely in capital value because they are 
irredeemable. 

{ 4 ' 

It is well known to those in touch with these matters that 
many companies and individuals have taken more War Stock 
than they really want. It is true the rate of interest is high, 
but at this time of great depreciation of gilt-edged stocks, when 
tempting bargains abound on every hand, many investors would 
prefer to put their money into such securities yielding a high rate 
of interest in perpetuity. While many have invested largely in 
^ War Stock, pthers have not done so, but have picked up bargains 
of low-pru:^ first-class securities jdelding a high rate of iuterest 
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with perfect ^f^|y in perpetuity, and with every prospect of a big 
^appreciation in capital vab^. War Stock holders, on the other 
hand, cannot look lor much appreciation in capital value, because 
of the Eedemption Clause. It is, therefore, only fair that these 
matters should be adjusted, at any rate, to some extent, so that 
War Stock holders will not be penalised as they unquestionably 
would be under a high income-tax scheme. Under the exchange 
system which I have outlined it is clear that a big adjustment 
would take place to the advantage of War Stock holders and also 
a very large amount of War Stock would be dealt with and can- 
celled. 

The third way of meeting the Capital Levy without realising 
securitieb is by credit facilities or alternatively by payments out 
of income. As regards credit facilities the Government would 
in the main arrange with the banks for facilities to be given. The 
capitalists, who would be allowed to resort to credit facilities, or, 
alternatively, to pay out of income, would be owners of land and 
real property and 'men who have their money, or most of their 
money, locked up in industry and business, as, for instance, in 
a factory, fixed plant, stocks of goods, and so on. These classes 
of persons could meet the Levy by giving a mortgage or some 
other form of security in order to secure credit. The principal 
way, but not the only way, would be that this arrangement should 
be made through the banks, and the banks would be guaranteed 
by the Government against loss. Any loss there might be could 
only be small, and at the worst would be negligible in proportion 
to operations of this magnitude. The Government guarantee 
would mean that the borrower would have the fairest and easiest 
terms. On the other hand, these operations would not require 
the provision of cash, nor would they be a drain upon the liquid 
resources of the banks. Much of the accommodation could be 
given in War Stock out of the immense blocks of War Stock 
which the banks hold. The operation would be a very simple one. 
War Stock ^ould be handed by the bank to the borrower against 
the security of a mortgage or other form of hypothecation. The 
borrower would then pay the Way Stock over to the Government 
and the Government would cancel it. By these or similar methods, 
none of which involve the realisation of securities or property nor 
the provision of cash, arrangements could be made by the govern- 
ment whereby those persons who have capital in a fojrm not easily 
realisable could meet the Levy. 

This third method which I have in part described of ineeting 
the Capital Levy deals with the ptt^iem that Idbms liurgest in 
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the minds of business men and causes them most doubt and 
anxiety. I wish to meet it fully and meticulously. It is argued 
that many men who have money locked up in their business 
would, rightly or wrongly, and no matter under what guarantee, 
object to putting themselves in the hands of a bank or to giving 
any form of security to a bank. It may be replied that the arrange- 
ment I propose would be one made with the banks by the Govern- 
ment and it would insure that there should be no harassing by 
the banks. It would be a special and definite arrangement and 
specific conditions and regulations would be laid down to safe- 
guard the borrower. 

Nevertheless, account has to be taken of prejudice. Some 
businessi men would object on any terms to getting credit from 
or through a bank in order to meet the levy. They would fear 
that they were putting themselves too much in the hands of the 
bank, and also that their credit for obtaining accommodation for 
business purposes might be restricted. In such cases the alterna- 
tive is clear. The Levy would have to be paid out of income either 
by way of instalments extended over a period of years or by way 
of a special income-tax. 

People in this position could be allowed to pay the Levy under 
similar provisions to those which w ere laid down to meet certain 
cases under the death duties. For instance, the Levy could be 
paid in sixteen half-yearly instalments, that is, in eight years, 
or even over a longer period. Again, if persons in this class 
could niake a case — but only if they could make a case — against 
paying even by instalments, then they might be allowed to drop 
out of the Capital Levy Scheme altogether on the t^rms of paying 
a special income-tax. An important feature of a Capital Levy 
Scheme would be to set up Commissions to deal with hard and 
exceptional cases. These cases could be submitted to a Com- 
mission and the Commission would adjudicate upon them. If, 
for instance, it was urged by an individual that he had no War 
Stock and no realisable personal property and also that he had 
valid reasons for not wishing to resort to the credit facilities 
system, and also had good reasons for not paying the Levy in 
sixteen half-yearly instalments, it could be arranged in such a 
case that instead of paying the Levy a special income-tax should 
be paid. Such a person would be put in the same position as if 
a Capital Levy had not been made, that is to say, he would have 
to pay a special income-tax in lieu of the Levy, and provisions 
would be laid down to meet the case of his death. 

The difficulties,^ however, of landowners and business men 
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with capital locked up should not be exaggerated. Nearly all ol 
spch persona would have some War Stock or some personal 
property, particularly if they are men of considerable means. If 
they are small capitalists the amount for which they would be 
liable under the graduated scale of the Levy would be small, and 
therefore the problem for them would be much simplified. vFur- 
ther, if people in these classes, and particularly thpse of con- 
siderable means, have no War Stock, or if they |iaife not a fair 
proportion of War Stock, they have not beeii Aok^ their ’duty, 
seeing that the war has been going on for nearly four years and^ 
having regard to all the facilities that hav^. hp.Ajbj^||||^d thel 
Government for acquiring War Stock. In so far as they hold War 
Stock or personal property, the Levy will pr^|g|i little difficulty 
to them. ^ 

In considering all these questions, it must always be remem- 
bered that there are difficulties and hardships, in every form of 
taxation, and not least in the income-tax, especially a high income- 
tax. This is often forgotten in discussing a Capital Levy, for 
the tendency is to see only the difficulties in and objections to any 
new form of taxation. It m^y be admitted that the cases which 
I have just been discussing present a considerable problem, and 
it is these cases which are fastened upon by most critics who 
oppose a Capital Levy on practical grounds. But the difficulties 
should not be over-estimated, and T am convinced that every real 
objection which is brought by people in this class couB^||||||et. 

To sum up the argument in this section, I subnp|PH 
problem of those persons who have their capital lockea up is really 
a much simpler one than is generally recognised. It is not for a 
moment proposed to compel people in this class to pay or to raise 
capital in order to meet the Levy when such an operation would 
cripple them and would be injurious to commerce and industry. 
‘The whole matter resolves itself into this — ^that if a man cannot 
pay nor arrange to pay in capital, or in so far as he cannot do 
this, he would be allowed to pay out of income in one way or 
another. The number of persons, however, who could make 
out a case for paying wholly out of income would be comparatively 
smalh 

The fourth method of meeting the Levy without realising 
securities or selling property is by direct payments in cash. Not 
mtf ipuch would be done in this way. As has been said, the 
totel aihount cash required for paying the Levy would be very 
small , but there would be a certain mmim of persons who tvould 
prefer , to pay feme part of their li&^flility direct in cs»b> either 
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irom cash already on deposit at the banks or out of savings made 
during the period of the Levy. 

By all these various methods the whole of the Levy could, as 
a matter of fact, be met, without the necessity of realising any 
securities or of selling any property at all. There would, how- 
, ever, no doubt be cases of persons who, for one reason or another, 
preferred to sell some securities. The total amount of such trans- 
actions would "fee small, certainly small in proportion to the total 
Stock Exchange transactions during the period of a year, and it 
‘is suggested that a year should be allowed for the payment of 
‘:4;he L^vy. *f|^rther, in sc far as there was selling of Stock 
Exchange securities or other forms of property, it is not the case 
that there woul||^e no buyers or few buyers on the market. 
Banks, limited companies, and individuals who were having a 
part of their War Stock paid off by the Go^’^ernment, would all 
be potential buyers because they would be receiving cash for a 
• part of their holdings of War Stock, and, therefore, a collapse 
of prices is out of the question. All these considerations show 
that the difficulties of realisation and of paying the Levy are 
greatly exaggerated, and I am satisfied that the whole operation 
is quite a practicable one. 

I turn now to the problem of valuation, and 1 would first 
premise that the difficulties pt valuation should be looked at in 
a practical and reasonable way. Ideal perfection and exactitude 
to of decimals is not attainable, and is not in fact 

attii^Pp any system of assessment for any kind of taxation, and 
of no tax is this more true than of a high income-tax, which is 
the only alternative to a Capital Levy. But the^ objection that 
it is impossible to make a fair valuation of all the various kinds 
of property cannot be admitted. The most obvious reply is that 
a valuation is made for the death duties, and what can be done 
in the case of persons who die can be done in the case of all owners 
of capital. No doubt the valuation would take time, but that 
would not create any material difficulty, as I shall presently show. 
I should explain that under the Capital Levy Scheme which I 
have in mind small capitalists, those below £1,000, would be 
exempt altogether, and also the Levy would fall on individmls 
and not on limited companies. The vast amount of property of 
one sort or another ovmed by limited companies of the country 
would not have to be separately valued at all. Such capital would, 
of course, be assessed for Capital Levy in the valuation of the 
shares of the companies. These exceptions would greatly 
reduce the magnitude of the problem. Valuation for the 
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Levy veould also be simplified by certain regulations which* 
I will briefly describe. These regulations would further insure 
that the valuation would, on the whole, be more accurate than in 
the case of the death duties. Speaking generally, the valuation 
would be made on a conservative basis, and definite guiding prin- 
ciples would be laid down by the Government. An essential 
feature of the problem would be that everv man would be required 
to make or to have made his own valuation, and he would pay 
the Levy forthwith on the basis of the valuation which he had 
returned. But the Government would subsequently go through 
all the valuations and check them and the amounts paid under the 
Levy would, where necessary, be adjusted accordingly. If a 
valuation proved to be too low the balance still due under the 
Levy would have to be paid up. If, on the other hand, a valua- 
tion was too high, the amount overpaid would be returned by 
the Government. By this method the Levy could be paid quickly, 
and it would not be a serious matter if the subsequent process of 
checking the valuations and of adjusting the balances took a con- 
siderable time. There would be heavy penalties for deliberate 
attempts to defraud, and it would be made perfectly clear that 
these penalties would be enforced by prosecution.^ In addition, 
there would be deterrents to make any material under-valuation 
unprofitable. 

To come to closer quarters with the problem of valuation. The 
greatest difficulty would be with the valuation of real .^Ij^rty. 
I will deal with it presently. It is a minor problem because those 
who have most of their money in real* property are a distinct 
minority of capitalists. By far the greater proportion of the 
property to be valued is of such a nature that it could be valued 
quickly and fairly ; the major practical question is the valuation 
of personal property, and under the organisation of modern busi- 
ness the great mass of capital is held in the form of stocks and 
shares. To value Stock Exchange securities is a perfectly simple 
matter. It is done every day, and there is ample professional 
assistance available. A certain amount of capital, however, is 
held in the form of securities which are not quoted on the Stock 
Exchange, but there need be little difficulty in valuing these. 
Many such securities, although they have not an official quota- 
tion, are regularly dealt in on the Stock Exchange, and therefore 
the valuation would be a simple matter. As regards purely private 

compaliies, the directors would be required under regulations to 

* 1 , ’ ^ ’’ 

1 would be fjwear uudey affidavit that the 

valttatioik he was corireet to the heai of his knowledge and belief. 
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fi^ the price of the shares. Such valuation would be easily made 
and easily checked, and the plan of requiring directors to fix the 
price would be an improvement upon the present method of valuing 
these particular securities for death duties. 

The valuation of real property is the most difficult part of the 
problem. But let it not be forgotten that this matter ia already 
solved, more or less satisfactorily, for the purpose of the pretty 
heavy Capital Levy known as death duties. What can be done 
with a man’s property when he is dead, can be done when he 
is alive. It is feared, and one may admit that the fear is net 
without substance, that real property may be under- valued slightly 
as compared with personal property. But it should be constantly 
borne in mind that no practical objection against a Capital Levy 
is valid if it applies equally to the alternative scheme of a high 
income-tax. It is an admitted fact ihat many owners of real 
property do not pay their proper proportion of income-tax. It is 
well known that most farmers, agriculturists, and so forth under 
Schedule B, and also that under Schedule A many owners of real 
property, escape lightly in the matter of income-tax, and are not 
paying, and never have paid, their fair amount. It may also be 
pointed out that many owners of private businesses under Schedule 
D, and many professional men, escape much more lightly in paying 
income-tax than shareholders in limited companies. In the case 
of limited companies and some private businesses, the Commis- 
sioners have properly audited accounts to assist them in their 
work ; but it is not so with many, other private businesses and 
individuals. I am afraid that there will always be a big leakage, 
and, of course, the higher the income-tax the greater"’ will be these 
inequalities of assessment as between the various classes I have 
named. It is perhaps one of the arguments for a Capital Levy 
that it will be less easily evaded than a high income taf . A valua- 
tion made once for all, and made, as I have shown, without haste, 
will be a much more thorough and exact assessment than repeated 
annual assessments for income tax spread over a very long period 
of years. Under a Capital Levy there would certainly be a better 
opportunity of making many owners of real property bear their 
fair share of the burden. 

There is another kind of capitalist who could evade income-tax 
but who could not evade a Capital Levy. Some persons un- 
doubtedly are investing money in non-income-producing capital. 
They are doing this deliberately in order to avoid paying income- 
tax, aud they are looking for their remuneration, which they will 
most probably get, to appreciation in capital value. Under a Capital 
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Levy these persons will not escape. Under the alternative schem4 
of a high income-tax they will escape, and that will be a gross 
injustice. 

It is once more submitted that the whole problem of valuation 
must be looked at broadly and reasonably. As I have already 
said, it is nOt possible under any scheme of taxation to get perfect 
equality and exactitude. But in my view ther^ will be a nearer 
approximation to equity under a Capital Levy than under a high 
income-tax. 

Another important ’consideration which should never be over-’ 
looked is that the huge War Debt and how^ it should be dealt with 
is a war problem. It is a legacy of the war, and there is no simple 
and painless way of dealing with any of the problems of the war. 
And surely a proper perspective in all these matters ought to be 
maintained. It is perhaps going a little beyond my text, but it 
seems not unreasonable to recall what has happened as a result 
of the Military Service Acts. Many men have lost their lives, 
or their limbs, or have been maimed for life ; the vast majority 
of those conscripted have lost their work, and not a few have had 
their businesses closed down and have lost their capital without 
receiving a penny piece of compensation. On the other hand, 
other men of military age who, for one reason or another, are 
exempt, and large numbers of men over military age, have done 
extremely well but of the war. Consider also the hardships caused 
by certain decisions of some of the medical boards. These boards 
have given what may be termed a Government valuation of life, 
and life is much more important than property. In saying these 
things, however, I do not for a moment admit that there is any 
more difi&culty in carrying out the Capital Levy scheme fairly than 
there is in equitably levying a high income-tax. 

The conclusion of the whole matter is that the valuation can 
be made, and ought to be made, and on balance the incidence of 
a Capital Levy will be quite fair as — and, indeed, in my opinion, 
fairer than — the incidence of a high income-tax. 

^ ^ Sydney Arnold 



A TAX ON CAPITAL AND REDEMPTION OF DEBT. 


The question of the so-called “consiription ’ of capital has 
of late acquired considerable prominence. This is due in the 
main to the enormous growth of the war debt, the certain 
prospect of heavy financial burdens after the war, the import- 
ance of minimis ing the pressure of taxation on industry in view 
of post-war competition, and the desirability of reducing as far 
as practicable the national liability. Added interest has been 
given to the question by the general demand of “Labour” that 
some such step should be taken, by the attitude of our respon- 
sible financial statesmen, and by the pronounced hostility of 
certain leading bankers and others. 

There is a certain epigrammatic quality in the word which 
seizes the imagination. Tt attracts some just as it repels others 
by the prejudices and antagonisms which it awakens ; and,, in so 
far as it stirs feeling, it blinds judgment and renders impossible 
any impartial consideration of the real question with which we 
have to deal. 

The expression levy on capital is less objectionable, in that 
it suggests an exceptional operation for a specific purpose. It is 
best, however, to avoid a new term, having regard to its neces- 
sarily vague connotations, and to adhere to the well-understood 
word “taxation.” ^ 

Taxation of capital is analogous to taxation of income. They 
are merely alternative methods of meaSuring the amount of taxa- 
tion to be borne by the individual taxpayer. The capital tax 
is in its essentials not i|||Ore iniquitous than the other; and it 
might easily be free from the anomalies which attach to om: 
present “income” tax system. Rhetorical objections Me worth- 
less in either case. In both, legitimate criticism falls under the 
three heads : (1) The equity of the proposal ; (2) its economic 
effects; (3) the prjctical difficulties^of its administration. 

'So far as ccmcems the abstract justice of a “ tax on capital,” 
little has been*said by those who oppose the measure; and, 
indeed,, it is difficult to conceive any argument under that head. 
Ho. 110.— vcm. xxvjn# ♦ » 
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Ai between » tan on the ihcome arising from capital and a tas,‘ 
on ilm capital itself, the issue is simple enough. The principle 
of equality of sacrifice is more truly met by the latter than by 
the fmrmer. Indeed, the growing demand for the. remodelling 
<rf the i nc ome tsuc is mainly due to the inequalities and anomalies 
incident to the existing tax. An illustration will make the point 
dear. 

A has ^10,000 in cash, which he keeps at home and lives on. 
He pays no income-tax ; and if the sum is exhausted before his 
4e«>th he pays im other tax thereon. 

B has shares which are at the moment paying no dividends, but 
which are worth £10,000. He pays no income tax; and if, as 
is inossible, “income” takes the form of an appreciation in the 
vidue of the shares, he pays nothing on that. 

C has £10,000 on deposit at 2 per cent. His capital is secure, 
and he pays income tax on £200. 

D has £10,000 in his business and makes £1,000 a year. He 
pays income tax on the £1,000. 

E has £10,000, and purchases an annuity of £700. He pays 
income tax on the £700, although when the annuity ceases his 
capital is gone. That is, he pays tax on the real income, and 
a capital tax amounting in the period to 100 per cent, in addition. 

F has £10,000, and purchases therewith the lease of a mine. 
It lasts for ten years, and he makes £1,000 a year. In ten years 
he pays income-tax on £10,000, but his capital has gone and his 
rdal income (i.e., increase in assets) is nil. 

These examples might be multiplied indefinitely. They show 
that an income tax alone (in its present form) leads to anomalies 
which cannot be defended. Any attempt to remedy- this in- 
^odity would seem to involve (1) the assumption of a uni^pam 
rate of interest (say 6 per cent.) on the current vslne of the 
capital, and (2) the separate trestiii^nt of so much of the income 
as can be regarded as the reward of persoual ewertions, etc. As 
regards No. (1), it is immate^ whether the tax is so |moh in 
the £ on the assumed interest, or so much in the £ on the 
iSitreiposdiag capital. We may th^efmre say that mm in 
mxmA tunes uid as regards current national expan^ure, whit 
is in offset a tax On capital (i.e., measured by capital) must he 
Intsadnoed to redreas the inanities of the momne tax- The 
l^t h not when the isate h hm. 

^ ihiqiijilifie^ mcome tax becomes Jpdef whan dihe 
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in a tax <m capital in view of the system death duties wlwih 
has for so long existed in this country. Theare is m^ch to be 
said fr«n the point of view of practical crmvenience in exa^h^ 
the “capitai. levy ” the time the capital is chemging bands ; 
but, apart from this, it would be difficult to suggest any iprm nf 
capital tax more uncertain, more unequal, and more liable to 
e'Vasion by extravagant living, gifts inter vivos, etc., than libe 
death duty. Moreover, as in the ease of an indiv^ual or a 
company, so also in the case of the State, expenditure may be 
divided into revenue expenditure and capital expenditure. The 
former is an outlay for the current purposes of the year, whose 
effects are exhausted in the year. The latter is mi outlay whose 
objects and effects are not so restricted. So far as the com- 
munity is concerned, its strictly current or revenue expenditure 
might p*operly be met by an annual lax on the revenues of the 
community, whatever shape that tax on revenue mig£t take. On 
the other hand, abnormal expenditure whose purpose or necessity 
is more nearly related to the permanent interests of the ooim> 
munity falls rather under the bead of capital expenditure, to be 
met out of the capital resources of the State. 

The present war expenditure may be said to be (1) for the 
benefit of the existing citizens of the State in so far as its pia- 
pose is to defend or improve their personal well-being; (2) for 
the beirefit of future citizens in so far as its purpose is to preserve 
or secure for them a state of well-being which otherwise they 
would not enjoy; (3) for the bMiefit of the existiirg realised 
wealth of the community in so far as its pui^se is to 'perotect 
that^ wealth and safeguard it from seizure or destruction by the 
enemy. 

No. (1) and ^o- (2) suggest that a portion of the war cost 
should be spread oyer (say) three generations; no dxpendittne 
of any kind can with any certainty said to leave a residuum 

value to later posterity. That is to say, the normal system 
<oi taxation should provide the annual charges and a sinking fund 
f<ur a certain proportion of the debt. No. (8T implies that the 
emnainder of tiie war cost should be met out ^ eurrent 
foolised vrealth of the St8ta»4.e., by some fonn iii tex on 
ea|atal, 

In view of these oehnd«atfoBs, it may reasoBii^^y he claimed 
that no case can be made out against a tax on capital as ssteh on 
greui^B of justice. 

The main objectt^s mrged gainst the taxi^n of eaptX} Iw 
tlm purpose of redeemii^ war debt are oeonm&ie m ebmraetar; 
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aaS it May be adioitted thaf if those objections cannot be refuted, 
if it {B essential in the industrial interests, of the country tiiat no 
“lety ” shell be made on capital, then any inequality or injus- 
tice incident to a continuing high income taS must b^ borne with 
what patience we can muster. 

The capital tax has been very generally denounced ex 
cathedra by leading bankers and other financial magnates, and 
their statements are entitled to respect. It would, however, be 
more illuminating and instructive if they offered a detailed ex- 
{danation of the grounds on which the adverse judgment is based. 
I am disposed myself to say that not only is this special capital 
levy not injurious to industry, but that it is essential to our 
industrial well-being. 

It is said that after the war we shall need all the capital we 
can get to hold our own in the economic struggle that must follow 
peace, and that to diminish our store -of capital at so critical a 
time is “suicidal.” That statement will command general assent. 
But in what way does it touch the present problem? The objec- 
tion might be urged with much truth against any proposal to 
spend vast sums in unproductive reforms at this juncture. Such 
measures would undoubtedly absorb both capital and labour 
urgently needed in the industrial field We are, however, not 
now concerned with the unproductive expenditure of capital. A 
special tax on capital for the purpose of paying off war debt 
will not diminish the available industrial capital in the country 
by a penny (except so far as such debt is held abroad ; and nothin g 
we can do can prevent foreign holders of the debt selling their 
holdings here after the war). ♦ 

The special capital tax will at the most effect Uome redis- 
tribution of the available industrial capital, and might in the 
most favourable circumstances leave such capital quite undis- 
turbed. For cacample, A has ^10,000 cash ; s£5,(WX) cash and 

;65,000 war loan ; 0, £10,000 war loan. A ten per cent, tax is 
lewed to pay off debt. In the result A has £9,000 cash ; B,, £§,000 
cash and £4,000 tirar loan ; C, £1,000 cash and £8,000 war loan. 
OaiHtal available for industry is £15,000 as bef(s:e, and the 
annual charge for interest is reduced from £760 to £600. The 
fund of the donntry is in no way diminished ; and industry 
ae a whole stands to gain, inasmuch as the burdens on it are 

financkd position limited compames will, if anyfting, 
^ »AMiaming tlart .th© capital ito is oh4rged on the 

.Jlli^aan wi# hil.toial health, the tnx draws 



19183 A TAX ON OiSTTAL AND BBOSacrtaoW OP DEBT 171 

nothing at aU from the limited comptoyi and its outlay in respect 
of income-tax (not necessarily all recovered from its shareholders) 
is diminished- Moreover, xhose individuals whose war debt is 
redeemed in casii aie more likely to invest such cash in limited 
companies than* to use it themselves. 

As between various classes of wealth, a capital tax is mor® 
favourable to the industrial capitalist than an income tax, 
inasmuch as his income is relatively higher than that of the 
others. 

The direct eftect of the capital tax on a small industrialist mr.y 
be shown thuS : — 

■ Capital, ^610,000. Tax at 10 per cent, on excess over 
£2,000=^800. Tax spread over ten years. Yearly payment, 
£80. If his income is £1,500, £80 represents abdht Is. in the £. 

On the othfer hand, a graduated capital tax under which 
£10,000 paid at the rate of 10 per cent, might well produce 
£2,500,000,000. If not redeemed by a capital tax, this repre- 
sents about £150,000,000 a year in interest and sinking fund, 
extending far beyond the ten years. To raise this our capitalist 
would have to pay at least 3s. in the £ in income tax, or about 
£225. Even allowing an extravagant modification of these 
figures, it seems clear enough that the small industrial ca,pitalist 
stands to gain substantially by a special capital tax. 

Suppose the capital £50,000 and the levy 20 per cent. The 
tax is then £1,000 a year for ten years. If the £50,000 pro- 
duces a profit of £7,500, the income tax and super tax would 
amount to (say) 8s. in the £, or about £3,000 a year. 

Where the graduations of the capital tax and the income 
tax proceed on broadly similar lines, the charge on the industrial 
capitalist is diminished approximately in the same proportion as 
his rate of profit exceeds the normal rate of interest on invest- 
ments. 

Objection is sometimes made to a capital tax on the ground 
that it is a “tax on capital,” as though that mere fact gave to 
the tax some peculiarly noxious quality. There is no funda- 
mental distinction between a capital tax and an income tax on 
which such objection could be grounded, so far, at any rate, as 
oW present proposal is concerned. Some form of capital tax 
may be necessary to balance the anomalies of the income tax. 
Apart from this, the difference is largely one of degree. Eadi 
is a tax on the individual, measured in the one case by the wealrii 
he possesses, and in the other by the income he receives. Fro- 
the tax is moderate, it will in either case be paict out of 
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incraM ; 80 kflig as thll is the case, one is as hannfnl <w : 

hafudew as the Other. . 

Little attetttioii need be given to the ceoaplamt that any ta* 
on capital must be the thin end of the wedge jphich extreOTste 
or needy Chancellors will be tempted to drive hm^ to the h^. 
“When once an easy way of getting hold of a big sum of realised 
wealth is discovered, Socialism will not be content wife one 
bite, but will want a second and a third bite later on, until 
there is nothing more to get.” (DaUy Telegraph January 3l8t, 
1918.) The same objectkm has been urged to fee inwme tM, 
and still more to the super tax. The very facili^ with which 
rebuff is extracted is made an objection. Every form of taxa- 
tl<m is opefi to abuse. Security can only be foimd in the common 
^nse, in the educated intelligence of the people, and in the pro- 
motion of harmonious relations between- the various classes in 

the State. 

The word “repudiation” wife consequent destruction of fee 
national credit is also brought into the discussion. The impUed 
suggestion is quite groundless. Sooner or later the debt wih be 
redeemed, and the necessary fund will be drawn, in part, eifeer 
from the capital or from the income of the debt-holder. Pro- 
riided the treatment of the debt-holder, either as an owner of 
wealth or a receiver of income, is identical with that of his 
fellow-citizens, there can be no question of repudiation. Only 
in the case of foreign holders of the debt is any such question 
possible. If the capital tax were applied to them as h^ing 
investments or property in this OMintry, a real viwd 

take place. There is, however, no shadow a hind of swjh 
a eouwe. Such a holding represaats a debt tom ^ owmt^ 
to one outside its jurisdictimi, and ia no mme “ propi»ty 
this country than is an ordinary tmde debt from the cirizen 
one State to the citizen of another. A capital tax should deariy 
not apply to British national stock hdd abroad. 

There is the minor point feat the pk^apect of «ich a ta* must 
tend to prevent investment in war bonds. Th^ is pesrildy 
some truth in that, although not much. It coij^d be comstsBed 
by tlte very fair proposal that, for fee ptarposes of sudh taattfe®, 

■ 'im dwek should be- valued at S per cent, below its 

would give a compaMtive advantage to those who htill come 
jirtrakd to b^p tlte State in fee war; tad to such a oaociMiem 

aii feds, hbwevar, nete mu^ be tak«af the 
eiwMma Kafemil Debt. PR^ly 
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&ol)ody will desBy that an pi^oductive debt of £7,000,000,000 
13 an evil which ought to be reduced at the earliest poawhle 
moment. Writing of the diverse effects of taxation and loans, ' 
J. S. Mill fltated : “A GovOTunent which borrows does actalHy 
take Ihe amounf within the year, and that, too, by a tax exclu- 
sively on the labouring class.” This statement is qualified by 
the fact that much of the loan goes back to the workers in the 
form of wages ; but there is no avoiding the truth that the with- 
drawing of enormous sums from a fund which would otherwise 
have gone into productive industry and the spending of such 
sums in unproductive ways does react seriously upon the labour- 
ing claM. The money is, already borrowed ; but the argument 
ap^dies with at least equal foi'ce to jj^e raising of the money where- 
with to pay the yearly interest on such debt. He proceeds : 
“Is it expedient to take steps for redeeming the debt? In prin- 
ciple it is impossible not to maintain the affirmative. . . . Two 
modes have been contemplated of paying off a National Debt, 
either at once by a general contribution, or gradually by a surplus 
revenue. Tbe first would be incomparably the best if it were 
practicable ; and it would be practicable if it could justly be done 
by assessment on property alone.” So far his opinion in favour 
of a special tax on capital for the purpose of paying off debt is 
clear and definite enough. The principle is economically sotffed. 
He objects to it in practice on grounds of equity. “Whatever is 
the fitting contribution from property to the general [i.e., annual] 
expenses of the State, in the same and in no greater proportion 
should it contribute towards either the interest or the repayment 
of the National Debt.” The State may realise any property it 
possesses to pay off debt, but, “beyond this, the only mode which 
is. both just and feasible of extinguishing or reducing a National 
DdNi is by means of surplus revenue.” 

One need not quarrel with this as a general principle where 
s,«mall debt is concerned, although, since Mill wrote, a more or 
less arbitrary differentiation for taxation purposes has been intro- 
duced between unearned incomes (property) and earned income 
(labour). 

Many, however, will decUue altogether to accept his quaU- 
fi(^tk>n. in the case of our cidossar war debt. The supreme needs 
of ttm Statej jeopardised by the war, have compelled wide^ead 
inequality of sacrffice, and have swept away marQr of ^ pstti- 
dples which have guided the State in its treatxnmt of different 
c^hn8M<end the mututd rdations of these ; smd if the stqpresae needs 
of' the State- so requhfe, special taxation ot wealth ^twt he ad- 
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initted. After ail, <a8 is shown- above, the special capital tax 
in^^^reteii in terms of an income tax tends to equalise the 
buiden as betwdbn diff^ent classes of wealth, and at the same 
time increases for ten years the differentiation of rate between 
incomes from property and incomes from earnings. 

In dealing with the economic side of the question, we should 
not forget the value of such a measure on the general attitude 
of labour and capital. Apart from its intrinsic merits, a capital 
tax under the special circumstances of the moment, offered by 
the wealth-owning class and not extorted by pressure, could 
hardly fail to have a very beneficial effect on the relations between 
the various sections of the community during aii excejjtionally 
trying period, when the natu33| of those relations may become a 
matter of grave importance. 

In estimating the financial result of any specific tax on capital 
it is necessary to remember that while the National Debt forms 
no part of the total wealth of the State, it does form part of the 
aggregate taxable capacity of the individual citizens, except so 
far as it is the result of the investment of borrowed money. 
Of a possible ^^post-war debt of ^67, 000 ,000, 000, probably 
d65 ,000,000,000 would fall as taxable wealth within the limits 
of^the suggested tax. 

It should be further noted that the removal by means of a 
tax by a percentage of the individual’s wealth would lessen the 
future State revenue as regards death duties and income tax. 
Against this reduction we may set the probable substantial yield 
of these duties in view of the more progressive industrial life of 
the country and the more intense development of the resources 
of the Empire. 

The problem of the war debt thus divides itself into two 
parts : the special redemption by a capital tax, and the normal 
redemption out of the future surplus revenues of the State. 

As regards the former, it is suggested that the object aimed 
at should be the redemption of £3,000,000,000. If the contribu- 
tions are spread over ten years the actual assessment would 
amount to £4,000,000,000 to cover interest, the real burden on 
the taxpayer being represented by the lo#er figure. The degree 
of graduation and the limits of exemption pould only be deter- 
mined after a careful estimate of the number and amounts of the 
fortunes of the wealth-owning citizens. v 

The remaining sum of iG4.000,Q00,000 thus falis to be dealt 
/with out of the normal revenue. It is desirable that ^definite 
unohangeabte provision slwuld be made iot its faU redemption 
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withiii a relatively sEort period^ If this is fixed "at sixty years, 
the average rate of interest payable may be put at 4J per cent, 
over the whole period, allowing for conversions which must Jbe 
made from time to time. Interest and sinking fund thus amount 
to about £160,000,000 per annum over the whole period. . We 
may therefore be content to pay interest only, without providing 
for sinking fund, for (say) twenty years, "^hen a partial con- 
version may be possible; and after that time apply to redemp- 
tion purposes all annual saving resulting from conversion to a 
lower rate of interest. The amount to be provided by general 
taxation for the. present is thus £200,000,000, as compared with 
at least £4(K), 000,000 (interest and sinking fund) if no special 
redemption is effected. The econoSiic advantages of such a reduc- 
tion in annual taxation are obvious. 

The practicability of levying such a capital tax is the third 
element in the discussion. It would be out of place here to set 
out any detailed proposal. It must suffice to state that the 
problem of assessing and collecting such a tax presents no over- 
whelming difficulties. It is mainly one of business organisation, 
adequate powers, and common sense. The special objections *to 
an annual tax on capital based on the extreme difficulty of doing 
the work of assessing with any reasonable completeness in so 
short a period, and of realising any assets taken over in place of 
cash in the course of collection, are not now to be met. The 
long period available for the work and the wide diffusion of the 
debt to be redeemed could not fail to reduce these practical diffi- 
culties to entirely manageable proportions. 


A. Hook 



THE DOCTEINE OF INDBX-NUMBEES ACCOBBING 
TO PBOFESSOE WESLEY MITCHELL 

" The problem of which the object is to measure changes in the 
value of money has long exercised economists and statisticians. 
Thirty years have elapsed since the British Association appointed 
a committee for the purpose of investigating the best methods 
of ascertaining and measuring variations in. the value of the 
monetary standard. The wording of this instruction may serve 
to remind us of the tremendous magnitude which the phenomenon 
to be measured has since the outbreak of the war ^assumed, IIo 
one would now set out to ascertain the fact of a change in the 
value of money — a fact which in the peaceful ’eighties of last 
century could be disputed by sturdy mono-metallists without 
obvious absurdity. But though the fact now stares us in the face, 
the measurement of its magnitude is still important; perhaps 
more important than ever. For it can hardly be doubted that 
as the war goes on, and during the period of so-called “recon^ 
struction,” there will be required careful measurements of change 
^in the purchasing power of money, with a view to the adjust- 
ment of wages and of other payments. And not only for prac- 
tical purposes, but also in the interest of monetary theory, will 
such measurement be urgently required. In the controversies 
which will probably^ flourish in the early part of the tUtentieth, 
as in that of the nineteenth, century concerning the management 
of the currency during a great war, reference will certainly often 
be made to the index-numbers which represent the change fiom 
time io time in the level of general prices. If, as may be ex- 
pected, the quantity theory of money is appealed to, it will be 
proper to construct another kind of index-number showing 
changes in the volume of trade. And other index-numbers there 
are which may be required in the course of reconstruction ; in 
p€^eiiculsr^ thoa^ which measure wages nominal and real. 

Coixicidehtly with the increased demand for the use of index- 
numberi if m op|»rtuue>hat thei^ has appeared a'singula^y com- 
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pr«h^8ive and lacid treatise ob this speo^ of mea«ii!meat.^ It 
is true that Professor Wesley Mitdhell’s mondgri^ on index^ 
Barob^ of wholesale prices does Bot cover all the groimd which 
we have here in view. But the methods appropoate to the 
general problem can mostly be learnt from his diseosskm a 
particular but leading cae«. That discussion is so complete and 
thorough that it almost dispenses the student who is not a 
specialist from the trouble of consulting the earlier literature of 
the subject. Within a limited but considerable and representa- 
tive province Professor Mitchell has explored every inch of the 
ground. He has traced the many-branching paths which per- 
plexed most of his predecessors. He has added cleir directions 
showing where each of the paths leads. 

The last-mentioned task is more difficult and important than 
may be supposed. It is a peculiarity of the problem that much 
thought must be expended in order to find the meaning of the 
question before you begin to answer the question. The practical 
man intent upon making or spending money does not suspect the 
ambiguity lurking under inquiries about its value. He asks what 
is the equivalent in our currency of the guinea in Charles II.’s 
time, and expects an answer as pat as if he had asked what is 
now the bank rate, or what the price of wheat. It is true that 
where the distance between the epochs compared is not so 
enormous, in the more usual comparisons .of price-levels, the 
definition of the question is not so important; much the same 
answer may be given to different varieties of the question. The 
relation is like that between ethical theory and good conduct; 
if Bishop Butler and other mmalists are right in thinking that 
much the same conduct may follow from first principles so opposite*' 
as rational benevolence and rational self-love. When this analogy 
was suggested to Sidgwick, on the occasion of a meeting of t^ 
above-ipentioned British Association Committee, the author of 
the aWiods of Ethics made reply to the effect that, while fre- 
quently different methods might be adopted without obvious 
difference in practice, yet occasionally at critical turning-points 
the difference between opposite first principles would ma^ itself 
frit decisively. We surmise that in like mann^ mmietaty dis- 
tinctions which are otiose in ordinary times may have 
beeome significaiti^ under present conditions. All the greater is 
the debt of the ecaoomist to Frofesaor Mitchelb for having made 
the distinctions clear. Consider, for instance, Brofessor Irving 

of wikdififtdd prices in the United StAtee md foreign 
&f tJh Vm'Ud States Bureau af Labour Statistics^ lilS; irllole 
' number. , 
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Fisher’s ladef-utember in which each article is weighted in pro- 
j^rtkm -to the number of times it is sold; quite properly, as 
-l^fessOT Mitchell points out (78),^ with reference to Professor 
Fisher’s purpose. In ordinary times there would probably be 
little difference between this number and that which is obtained 
by using the same commodities in the same quantities without 
taking account of the nuftiber of turnovers (Mitchell, loc. cit.y.* 
But in war time, methods *of business being considerably altered, 
it is possible that the distinction corresponds to a real differmice.* 
The same may be said about another variety which Professor 
Mitchell thus distinguishes. “If the aim be merely to find the 
differences of price fluctuation characteristic of dissimilar groups 
of commodities, or to study the influence of gold productions, or 
the issue of irredeemable paper money upon the way in which 
prices change, it may be appropriate to give identical weights to 
all the commodities” (78).* Again, the consumption standard, as 
based on family budgets, or more generally on the expenditure 
of the citizens in the way of consumption for the sake of personal 
or sympathetic satisfaction, exclusive of their collective expendi- 
ture on munitions for the satisfaction of patriotic motives, may 
well differ in war time from an index-number like that of Pro- 
fessor Irving Fisher, if there is included in the work which the 
currency has to do the payments by the Government for muni- 
tions. Conceivably ,»however differently from present experimice, 
the momentum (price x velocity) of currency in relation to the 

1 The numerals in brackets refer to pages in Prof. Mitchell’s treatise. 

8 Cp. Memorandum British Association Report, 1889, p. 134^ vi. Professor 
%oxwell*» method. 

8 The subtlety of these distinctions deceives even experts. Thus the reviewer 
in the Economist (for January 12th, 1918) criticising recent publication in 
which it was held not to be proved, upon the lines of Irving Fisher, that money 
rather than goods was responsible for the ris^ of prices, observes triumphantly : 
** There can be no question that the increase in currency has been much 
more rapi4 than the increase in the production of goods, unless we are w assume 
that this country, with four or five millions of its best men withdrawn into the 
Army, has been able to increase its production by more than $0 per cent.” I&ut 
the four or five millions have not been withdrawn from the production With 
which we are concerned in this inquiry. They (with their dependants) make 
jprtma at least as great a pull as before Upon the currency. Again the 

increase of ^womens and old men’s paid work swells the denmninator, which 
Irvinf Fisher calls ** T.” But then, asks the reviewer, why have prices risen ? 

possibly, we reply, not sC much because the quantity of money has 
increased out of pr«^rtion to the quantity of goods*’ (in the sense here 
leleiSantL as because the circulatiJl of^^ goods is less rapid (at si^ested in 
c/- tehfeldt,^ %Msroiiio Jonajian, Vei SOCVIIl {f918h 
p4 llj), ¥hqiji not **infiatiM ** io ^ causation on Ih^side of 

4 MemmikSm, Section vMi i **Deten 0 mnation 

of hn of the S|nsaitities of ikts 
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“volume” — or, rather, the momentum; or fieto — of goods, in- 
cluding munitions, might remain constant ; while the prices of 
all the goods consumed by the citizen, exclusive of munitions, 
rose considerably. 

Our readers are perhaps beginning to feel that they have !had 
enough of this concept-splitting. Yet there remain certain 
varieties of index-numbers which we cannot pass over : two 
mentioned by Professor Mitchell and^wo which it diifnct come 
within his subject, more narrowly defined than ours, to mention. 
There is first the index-number intended to serve as a buaii^eaB 
“barometer” (66). “If the aim be to construct a business baro- 
meter,- the data should be prices from the most representative 
wholesale markets, the list should be confined to commodities 
whose prices are most sensitive to changes in business prospects 
and least liable to change from other causes, and the weights may 
logically be adjusted to the relative importance of the commodities 
as objects of investment. Professor Mitchell also directs atten- 
tion to what he calls a “general-purpose” index-number, not 
adapted to any special end and in practice applied to very various 
purposes, of Which more than a dozen are enumerated (26).^ Pro- 
fessor Mitchell is no doubt right in thinking that “the day has 
not come when the uses of index-nurnbers are sufficiently dif- 
ferentiated and standardised to secure the regular publication of 
numerous special-purpose series.” Till then “the users of index- 
numbers must put up with figures imperfectly adapted to their 
ends” (26). 

Another conception of the end, another definition of the value 
of money, is derived from Bicardo’s axiom that '“a commodity 
which at all times requires the same sacrifice of toil and labour 
to produce it is invariable in value.” Professor Marshall has 
countenanced this view of bur problem. In his evidence before 
the Precious Metals Eoyal Commission of 1888, speaking of the 
appreffiation of gold,* he said ; “When it is used as denoting a 
rise in the real value of gold, I then regard it aa meisured by 
the [increase] * in the power which gold has of purchasing labour 
.of all kinds — ^that is, not only manual labour, but the labour of 

* ^ 

t Of, Memorandums 1887, p. 44, “ mixed modes, compounding the ends or 
means or several distinct methods ” . . . “ the most comprehensive » , . pur- 
porting to be a compromise between all the modes and purposes — method 
if pracUcal exigencies impose the condition tliat we must employ one method, 
ht^t many methods.” ^ 

2 Ap^ndix to Final Beport [C 6512] Question 9025. Quoted in the Brithh 
Memorandum of 1889, p. 161» 

8 “Biminution” has been substituted for increase” in the original, by an 
obvious misprints 
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aM all others engaged in industry of any kmd/^\ 
It has been said /tliat changes tinder this head are stifiBeientiy ' 
V^koned with when the changes in average incomes are noted. 
This, however, may be questioned in time of a war involving 
enormous changes in the quantity of labour employed in pro- 
duction, additions here and subtractions there. 

"Nor cm we pass over in silence Professor Nicholson’s index- 
number based, on capital.^"^ It is remarkable that the conception 
which lies at the root of this method should have been that which, 
under a different aspect, first presented itself to Professor Leh- 
feldt in his independent and original investigation of the “absolute 
price of gold.” ^ Professor Lehfeldt’s second definition, referring 
to a “redistribution of effort of production” on the supposition 
of ** the total of effort being unchanged,” savours rather of the 
labour standard which we mentioned just now. 

When we have decided what is the end at which to aim, we 
may go on to consider how the data are to be shaped to that end, 
and what data are to be sought. The step which is last in the 
analysis, as Aristotle would say, is first in the order of practice. 
The initial operation of collecting the original quotations of price 
requires more care and labour than might be supposed. “To 
judge from the literature about index-numbers, one would 
think that the difficult and important problems concern 
weighting and averaging. But those who are practically con- 
cerned with the whole process of making an index-number from 
start to finish rate this office work lightly in compariscm with 
the field work of getting the original data ” ( 27 ).^ The Mhem 
of the English Statistical Society were so apprehensive lest the 
field work of collecting facts expressed in figures should be 
neglected if attention were diverted tq drawing inferences from 
those facts that they proposed to divide the two kinds of worik, 
and as the motto which they chose purported — dliis exterendum, 
under a wheatsheaf — themselves to gather in the harvest erf 
statistics; while leaving it to others to thrash out the inferci^es. 
But Professor Wesley Mitchell has shown that it is possible 

I 0eicribed in the Bfituh AB^ociation Memnmndtim, 1887, eection VI,, 
mtiehed with perhaps kes than justice in Section X, 

^ Bconomic JomNAn (March, 1918, p. 108). 

f On© who was associated wi^ Giffen when he was preparing the sdhstoe of 
an index-ntunher adopted by the Bri^sh Association Committee rementher 
how mach he was influenced in the sel^on of the items by. the possibility oi 
obtaining ^ av^ahle figure. He has' himself expressed this in the second 
H^port <rf the' Committee (1888) whi^ he drew up.' dealing with the 

qaesMon praetMly those conoemed ^always have an eye npcm the data, 
and csdni^er Whs^ 9© praOtioally attainable ** {M, cit, p. 183, and context). 
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one aad the same individual^— oombiniog official diligence with 
economic subtieties and statuHiioal refinement— both to ooUeet 
the raw material of primary data, and also to ^ploy the eom- 
plica^d machinery which is required in order to render that 
material available for human use. We have not space to describe 
the excellent directions which are given to “the field wmrker 
collecting data for an index-number” (27). Indeed the wide 
of Part II., nearly two-thirds of the volume, dealing with ii»lex- 
numbers of wholesale prices in the United States and foreign 
countries, abounds with suggestions which ma^ be useful to the 
practical statistician. Attention should be called to the sugges- 
tion that the facts may prove to be of more permanent inter^t 
than the theories which are now built thereon. “It is probable 
that long after the best index-numbers which we can make to-day 
have been superseded, the data from which they were compled 
will be among the sources from which men will be extracting 
knowledge which we do not know enough to find ” (30). We 
surmise that some of this future knowledge will be of the kind 
to which Professor Mitchell points : “to find bow prices are 
interconnected, how and why they change ^ and what consequences 
each change entails ” (29, 67). 

Between the collection of the data and the completion of the 
index-number there are several intermediate processes which 
Professor Mitchell describes under the headings base periods, the 
numbers and kinds of commodities included, problems of weight- 
ing, averages and aggregates. We. adopt this division, but we are 
not careful to follow the author’s order as to the topics which aare 
ranged under these four heads. 

Under the first head Professor Mitchell’s most important con- 
tribution is the support which he gives to the method proposed 
by Professor Marshall, according to which the base adojrted each 
year is constituted by the prices of the preceding year. “ Chain ’ ’ 
index-numbers it is proposed to call this species (36 , 37, rrfer- 
ring to ,23). The ordinary “fixed base” index-number-Hfor 
examine, one constructed fc«r the year 1913 with, the prices of 
1890-99 as base— is liable to an imperfection which is thus 
• wwded: “As the years pass by the commodities that have a 
ooBsistent trend gradually climb far above or subside fax below 
thfiir earlier levels, white the other commodities are scattered 
hettreen these extremes. Thus the percentages of variation for 
any given year gradually get strung out in a long, thin, and 
lrr^[i^ar line without any marked degree of concentration about 
mj single point" (28). ,^On the other hand, a careful scrutmy 
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c(f siihe rela^T^ prices with which the “chain ” method deals bringav 
•«0Qt the interestm^ circumstance that these percentages are 
^grouped approximately according to the “normal law ” of distri- 
bution. The familiar form which has been likened to (the front 
view of) a gens d’armes' hat reappears. But it should be noticed 
that in the centre of the hat there is a spike like that of a Prussian 
helmet — a “mode” which is very abnormal. 

There is something impressive in the introduction of the 
normal law — ^the dominant principle of the higher statistics— into 
questions relating*to money and prices. It is like the appearance 
of a distinguished savant as witness in a case relating to ordinary 
business. Let us make certain that the testimony is. rightly 
’interpreted. 

When it is claimed as a merit of the “chain ” data that they 
conform to the normal law, the question arises what advantage 
is there such conformity. The feeling of statisticians on this 
question may perhaps be expressed by the old answer, “ Si non 
rogas, intelligo.” . To reply thalt the law is convenient for pur- 
poses of calculation seems hardly relevant to the present inquiry. 

A deeper reason may be found in the presumption that the law 
is the outcome of numerous independent causes.^ Since* it is 
unlikely that independent phenomena should vary concurrently, 
we have here some ■guarantee of a certain stability in the grouping 
under consideration. It may be worth suggesting that prices 
regulated by Government in war time are determined by general 
rules rather than the plurality of fleeting causes which constitute 
the condition of the normal distribution. But we are not pre- 
pared to affirm that arbitrary governmental regulations will be 
deficient in the element of haphazard. 

However, we do not dispute that it is a merit in a statistical 
group to conform to the normal law. We admit, too, that a 
continual elongation in one direction, such as Professor Mitchell 
has observed in the case of some relative prices, tends to deforma- 
tion of the law. If all the prices behaved in this way, some 
moving upwards continually, the others downwards; they would 
, “ leave in the midst a horrid vale,” 

quitj^ inconsistent with the normal contour. As nothing like this 
oocura, the continued elongations can be only moderately dis- ■ 
figjormg; to what extent must be a matter of observation. We 
satisfied that this observation is performed with sufficient 

1 Independent being undenstod in tbe senee explained by the present 
writer. Joumd e/ the S(^aA Statisticd W16, p.^ 462, and referennes 

tbm 
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care by Professor Mitchell. He shows two diagrams, one repre- 
senting the distribution of prices in 1813 as compared by the 
“chain method with those of 1812, tha other the distribution 
of 1813 compared with 1890-99 by the “fixed-base ” method ; and 
points out that the former set’ obey approximately the normal 
law. “But/* he continues, “the distribution of the second set 
of variations (percentages of change from the average prices of 
1890-99) . . . belongs to a different type. It has no pronounced 
central tendency ; it shows no high degree of concentration around 
the arithmetic mean or median. It is more like an oblong 
than like the bell-shaped normal curve ... its probable variation 
is five times as great as that of the corresponding variations for 
1012 prices.'* This evidence is not conclusive ; for it may be shown’ 
that the same appearance would be presented in like circumstances 
by the most perfectly normal distribution. 

To construct an ideal distribution imagine a game in which 
each player moves a peg one step of, say, a quarter of an inch on 
a horizontal board either forward or backward, according as a 
tossed coin shows head or tail. A number of players that move 
thus east or west start from a line running north and south. 
Suppose that each player takes several steps in five minutes 
(corresponding to several changes in the price of an aiiicle during 
a year). At the end of that period the distances from the initial 
line will be ranged in at least rough correspondence to the normal 
law. Now let the race be prolonged for more than two hours — 
twenty-five period^ each of five minutes. At the end of this 
time the normal distribution will be much more perfect (since 
more independent causes will have operated). But appearances 
would be ag^nst the new group. It might be said of it, as of the 
“fixed base ’* series, that “it has no pronounced central tendency ; 
it shows no high degree of concentration around the arithmetic 
mean,” and so forth. Bor let there be given the “probable 
deviation ” of the grouping after the first five minutes. Say it 
is so many quarters of an inch, or, better, a percentage of a 
certain standard length ; namely, the number of inches which 
measures the distance of the initial line — the “career” of our 
imagined race — from a zero-point (west of that line). Let the 
said probable deviation be 4 (per cent.). Then the probable 
deviation for the group at the end of the race will be five times 
as great namely, 20. The latter grouping naturally appears 
“oblong,” as contrasted with the “bell-shaped” contour of the 

1 The eqmre root of the number of independent constituents, which we 
have supposed to be twenty-five^ 

No. 110. — ^von. xxvni. 
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former. The contrast is exhibited in the accompanying diagram, 


16 38 60 60 38 16 

t I I I t I 

14 16 15 16 15 14 


where the notches on the line are placed at intervals of 4 (per 
cent, of the standard length), the probable deviation of the 
grouping formed by a five minutes’ race. The upper figures show 
roughly (part of) a group of 240 observations thus formed. The 
lower figures show the grouping that may be with most probability 
expected after the forces tending to dispersion have acted 
for twenty-five times five minutes. It will be noticed that 
the shape of the bell is no longer conspicuous, about the centre 
at least. Certainly, if we exhibited the whole group, it might 
come out ; it would come out if we represented, not the result of 
one race, but the average result of indefinitely numerous trials. 
But at any one race of the kind which we have described the 
grouping as a whole would assuredly appear rather “ oblong.” And 
yet it may be more normal than the small group. If the distance 
of each player from the starting-point at the end of the long race 
is divided by 5, the group so formed may be expected to comply 
with the ideal shape better than the set of points reached in 
the short race. 

This contrast is not materially affected, by the introduction 
of certain concrete circumstances. The coins which ^e used 
might be slightly unsymmetrical. There would then result a 
grouping which has many properties in common with the normal 
shape, the sub-normal curve as it has been called.^ The sub- 
normal shape would persist, in spite of several modifications 
assimilating the case to that of price- variations. Then the causes 
tending to variation need not be perfectly independent. The steps 
need not be equal. There need not be several changes in each 
of the short periods. A variation may persist in one direction 
for several periods, provided that there is a chance of its being 
reversed. If, indeed, the last-named condition is removed on 
a large scale, the sub-normal character must disappear. Whether 
this or other abnormalities occur on such a scale as to vitiate 
the result is not to be decided off-hand, but by a careful scrutiny 
of the given statistics. 

We have performed this scrutiny with respect to a set of 
146 commodities selected by Professor Mitchell from the 241 

‘ See JouTiml of the Moyal Statistical Society, '‘Mathematical Bepresenta- 
tion ef Statiflti0«/* Sect. III., 1917, p. 65 et fStssim. 
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above mentioned. We have examined the percentages presented 
by comparing the prices of 1913 with those of 1912 according to 
the “chain*’ method, and the percentages for 1913 according 
to the .“fixed base ” method with base 1890-99 ; and we are satis- 
fied that the latter conform to the normal law at least as well 
as the former.^ ^ 

But while thus questioning one of Professor Mitchell’s pre- 
misses, we do not dispute his conclusion : “The longer a fixed- 
base system is maintained the more scattered become the relative 
prices as a rule” (37). Our discussion, however, warns us to 
accept with caution the corollary attached to this conclusion. 
“With a given body of quotations to build upon, chain relatives 
are more trustworthy than their rivals” (loc. cit.). Chain rela- 
tives relating to the preceding year are no doubt more trustworthy 
than their rivals when related to a much earlier period. But 
so are fixed-base index-numbers more trustworthy than a chain 
system if the former relate to the preceding year, the latter to 
a much earlier period. 

The latter relation is dismissed too hastily in our judgment 
by Professor Mitchell. “Chain relatives for successive years . . . 
multiplied together to form a continuous series ” (38) surely bring 
the later years into a relation with the earlier, which is as valid 
as most of the conceptions involved in an index-number.^ We 
have performed this operation with respect to the chain index 
given by Professor Mitchell extending from 1890 to 1913; and 
have compared the result for 1913 with that which is given by 
the fixed-base method with base 1890-99. The difference appears, 
at first sight marked ; the median and the arithmetic mean 
according to the chain system being (for 1913) respectively 111 ‘5 
and 113, while, according to the fixed-base system, they are about 
126 and 130 respectively. But it must be remembered that the 
chain starts from a greater height than the base of the fixed 
system ; the level of 1890 (the. base of the chain) being, with 
respect to the base of the fixed system, 113 or 114. This being 
taken into account, the consilience between the two systems is 
remarkable; and, indeed, greater than was to be expected. 

It is tenable^ we submit, that for certain purposes the chain 
system gives just as good a measure of the change in the price- 

1 The probable error for the group formed by comparison with a distant 
period, viz., nearly 20, is to the probable error for the group formed by com* 
parison between two consecutive years approximately in the ratio supposed in 
our illustration. 

2 Cp. British Association Memorandum ^ 1887, p.^17. 
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tevel 0rS the fixed-base system. For this reason we agree with 
Professor Mitchell that “it is an excellent plan to make from the 
original quotations two series of index-numbers — one a chain 
index and the other a fixed-base series.** 

Under the head of “Numbers and Kinds of Commodities In- 
cluded ’ ’ Professor Mitchell adduces a discovery for which students 
of his Gold Prices under the Green-hatk Standard [reviewed in 
the Economio Journal, Vol. XVIII. (1908), p. 581] will be pre- 
pared. He has observed that the fluctuation in price from year 
to year is much greater for some kinds of commodities than for 
others (52 et seq.). Thus manufactured goods are steadier than 
raw materials. There are characteristic differences among the 
price fluctuations of the groups consisting of mineral products, 
forest products, animal products, and farm crops. Again, con- 
sumers’ goods are steadier in price than producers’ goods, the 
demand for the former being less influenced by vicissitudes in 
business conditions. Knowledge of this kind may be used to 
explain the discrepancies between different index-numbers which 
mix these classes of commodities in different proportions. Pro- 
fessor Mitchell bases on this observation a recommendation that 
the commodities utilised in the construction of index-numbers 
should be classified, not (or not only), as now, empirically, or 
with reference to practical interests, but (also) “upon causal lines, 
upon differences among the factors which determine prices, upon 
a principle of division which throws more light upon the workings 
of the complex system of prices.” 

In considering that system Professor' Mitchell has thrown 
light upon the complex systems. For in the course of his observa- 
tion he brings into view the interdependence or correlation be- 
tween the prices of different commodities. There is a similarity 
between the price fluctuation of finished products and raw 
materials. This, however, is less than the similarity between 
the price fluctuations of finished products made from different 
materials.^ The latter similarities, we surmise, are due to common 
causes, such as business cycles or changes in wages. The alterna- 
tions of prosperity and depression no doubt affect all, or at least 
yery many prices ; but some much more than others. Thus the 
prices of minerals fluctuate with the alternations of business 
cycles better than the prices of other raw materials — farm and 

r Tfee fact ifi tlius happily expr^ised by our author : As babies from 
different fapi^ies are mpre like one another than they are like th^ir r^pective 
parents, BO here the relative priced of cotton textiles, woollen textiles, st^l tools, 
bread, and shoes differ far^ less among themselves than they differ severally 
from^the relative prices of raw cotton, raw wool, pig-iron, wheat, and hides.” 
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forest or animal products. Throughout the system there are found 
to be subtle correlations between observations which ptimd facie 
are apt to be xegarded as independent. 

There is here exposed a feature which no doubt would be 
presented by other groups of statistics could they be as carefullj 
examined. Observations seemingly independent are in reality 
honey-combed with correlations. Accordingly, calculations of 
probabilities based on the assumption of independence are apt 
to be inaccurate. Mathematical statisticians are too fond of 
calculating the probable error” of averages ou this assumption. 
They evolve, often with much labour and skill, a formula in- 
volving n, the number of observations, usually in the form of the 
square root of n as a factor of the denominator. They forget that 
commonly the given number n exaggerates the independence of 
the observations ; owing to the existence of correlations, such as 
in the case of prices Professor Mitchell has so well expressed.^ 

Under the head “Problems of Weighting,” Professor Mitchell 
propounds three questions : “ Should the weights be sums of 
money or physical quantities? Should the weights be changed 
from year to year, or should they be kept constant? Should the 
weights be adjusted to the importance of the commodities as such, 
or should there be taken into account also the importance of the 
commodities as repre|;enting certain types of price fluctua- 
tions?” (78). 

As to the first question, physical quantities measured by some 
conventional standard as a ton or a gallon are evidently improper 
weights for relative prices, ratios of which the type is pr, the 
price of an article in the rth year, divided by Po the price of the 
same article in the base year (or period). But the value of the 
article (at the base, or some other suitable time) may properly 
be taken as the weight.^ 

As to the change of weights in view of change in the relative 
importance of commodities. Professor Mitchell points out that 
the compiler must choose between two evils, inaccurate weights 
and ambiguous price measures (79, referring to 31). Withirefer- 

1 The great Laplace wae not free from this assumption when he proposed 
to oalculaie the population of a country from the ratio between the number 
of baptisms and the population in different districts ; and estimated the probable 
error of the calculation without taking into account the difference which no doubt 
prevails in r@f>pect of vital statistics between the inhabitants of different districts 
[c/. Journal of the Royal Statistical Society, Vol. LXXX. (1917), p. 549]. Prob- 
ably only random samples such as those on which Dr. Bowley operates are quite 

at least very nearly — free from the influence in question (see Bowley, 
Presidential Address to Section F of the British Association, 1906; and Liveli- 
hood <xhd Poverty , 1915. 

2 (7p. below, p. 188. 
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ence to fixed-base index-nambers, he considers that “the least 
objectionable compromise is probably to revise the scheme of 
weights, say, once a decade^ and to show the effect of this change 
by computing overlapping results for a few years with both the 
old and new weights.” ^ He puts “ chain index-numbers ” in 
a different category, for a reason that we have above questioned,^ 
“since such series do not profess to yield accurate comparisons 
except between successive years” (80).^ 

Nor are we disposed to accept without qualification his answer 
to the third question, which is based on the following axiom. 
“An accurate measure of change in the level of all wholesale prices 
is not obtained unless all of the different types of fluctuation 
[referred to above, p. 186.] . . . are represented in accordance 
with the relative importance of the commodities belonging to 
each.” Very deep questions of first principle are here involved. 
We submit that the concept of an index-number for prices lies 
somewhere between two extreme definitions. One is the money 
value of a perfectly definite set of articles ; for instance, a pro- 
vision for certain functionaries of so much bread, sugar, uniforms, 
etc., from year to year (or at the same time in different countries). 
The sum total thus presented hardly deserves to be called an 
ind^x-nuniber (a title which, we observe with satisfaction. Pro- 
fessor Mitchell does not bestow as lavishly as some writers have 
done). Contrasted with a compilation which is of the nature of 
a commercial account is a true index-number, as described by Dr. 
Bowley : a quantity which we cannot observe directly, but which 
influences others which we can so observe.^ The qucesitum thus 
conceived is related to the given price variations much as a 
physical quantity under measurement is related to a set of observa- 
tions each purporting to represent the sought quantity. But the 
theory of errors-of-observation shows that in the combination of 
the given observations “less weight should be attached to observa- 
tions belonging to a class which are subject to a wider deviation 
from the mean. Such would be prices of articles which, exclusive 
of the common price movement of all the selected articles, are 
liable to peculiarly large proper fluctuations.” ^ 

1 In illustration of this practice Professor Mitchell refers to Knibbs’ Cost 
of Living in Australia, Commonwealth . . . Bureau ... of Statistics Beport, 
No. I., pp. xxiv, xlix. 

2 Above, p. 185. 3 See reference given in note to p. 186. 

^ Elements of Statistics, Chap. IX. 

® Bfitish Association MemoTandu7n, 1^7, p, 36. Cp. Memorandum, 1889, 
p. 16T ; ‘*If more weight attaches to a change of price in one article rather than 
ahother it is not on account of the importance of that article to the consumer 
or the shoj^e^)^., but on account of its importance to the calculators of prob- 
abiljitiis afi afloraing,4n observation which is peculim^ly likely to be correct.” 



1918] THE DOCTBINE OF INDEX-NUMBERS 189 

Ordinarily the required index-number is intermediate between 
the two extreme types which we have indicated. For even where 
the form is primd facie a weighted sum — an aggregate of products 
each formed by multiplying a price by a quantity — still in our 
ignorance of tbe true factors the compound may assume th^^ 
character of a true index-number.^ Accordingly, a distribution 
of weight different from that which Professor Mitchell appears 
to prescribe would be ideally advisable. But where both the end 
to which our problem is directed and the means conducing thereto 
are so obscure and uncertain, we mav acquie.sce in our author’s 
comment : “Perhaps it is a counsel of perfection to urge such 
requirements in systems of weighting.” 

It remains to consider the questions raised under the head 
“Averages and Aggregates.** To some extent the answer to the 
questions under this and the preceding head will have been 
anticipated by the earlier discussion. For some decisions as to 
the scope and purpose of the index-number involve the choice of 
the method. Thus, if the purpose is that of Professor Irving 
Fisher, it follows at once that the jiroper combination of the data 
is the sum of the values (quantity x price) of the different com- 
modities, each value weighted by the “turnover” of the com- 
modity. The form of the index-number which .purports to 
measure change in the cost of living is likewise predetermined. 
Ideally, at least, the form of a weighted sum is prescribed, though 
in practice it might be necessary to substitute some other.^ The 
choice of average is wider in the case of other objects, of which 
some have been above mentioned.® 

Professor Mitchell compares very fairly and fully the several 
available averages. Three stand out as selected candidates : the 
geometric mean, the median, and the arithmetic mean. With 
regard to the geometric mean, Professor Mitchell points out— in 
addition to other considerations in favour of this form — that it is 
dictated upon a certain conception of the purpose in view. “If 
that purpose be to measure the coverage ratio of change in prices, 
the geometric mean is the best ; indeed, in strictness, it is the 
only proper average to employ.”^ But, continues our author, 
“as a rule our interest does centre in the money cost of goods 
rather than in the average ratio of changes in price.** 

' On this and other points connected with this discussion it may be allowable 
to refer to the present writer’s Lecture on Currency and Finance in Time of War 
(Clarendon Press), 1917. 

2 Above, par. 1. 3 Above, p. 178 et eeq. 

^ Jevons probably meant something like this by his somewhat obscure dicta 
as to the grounds for preferring the geometric mean. Investigations ^ pp. 23, 121. 
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If the geometric mean is ruled out, it remains to weigh the 
rival claims of the median and the arithmetic mean. Professor 
Mitchell strikes the balance more impartially than the majority 
of practical statisticians. Still, we think that even he has not 
done full justice to the median. Its defects in respect of con- 
venience and accuracy appear slightly exaggerated in his 
presentation. 

An objection of the first kind is thus stated : “ Medians of 
different groups cannot be combined, averaged, or otherwise 
manipulated with ease as can arithmetic means.” For instance, 
the Bureau of Labour Statistics, after obtaining the sums of 
relative prices for farm products, clothing, etc., can obtain by 
simply summing up these sums the grand average for all com- 
modities. But “it could not handle medians in this convenient 
fashion ; instead of combining the sums from the groups, it would 
have to combine the single commodities.” This objection is true 
and serious. But it is not in practice quite so serious as it seems 
in statement. In order to obtain the median of a composite group, 
one compounded of two groups for each of which the median has 
been found, it is not in general necessary to “combine the single 
commodities ” in the sense of re-examining them all. It suffices 
to re-examine and rearrange those which are in the neighbour- 
hood of the respective centres. 

For example, here are two groups each consisting of twenty- 
seven observations ranged in the order of magnitude, which obser- 
vations have each been obtained by adding together ten digits taken 
at random from mathematical tables.^ 

(27 r,0 31 3-2 33 34 30 37 40 41 42 40 47 48 41> 30 31 62 50 • 04 

A. 30 4141 46 62 

I 30 . 

(29 31 32 38 34 36 38 39 41 43 44 46 46 49 50 52 53 56 57 69 02 

n J 38 45 46 

I 3S 45 

V 38 

The median, being the fourteenth observation in the order of 
magnitude, is, for Group A, 42, and for Group B, 44. To find the 
median for the group compounded of these two we need not re- 
examine all the observations. For it is evident that the median 
of the compound cannot be greater than the larger of the two 
medians, viz., 44; nor less than the smaller, viz.,. 42. Accord- 

1 These figures are adduped with some comments relative to the present subject 
in th© BnU»k AsmciaUon Memorandum for 4869, p. 69. In the third group 
otw of the, 41 i^ins, above 60, has been omitted by a misprint 
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ingly, we may thus summarily, for the pur^se in haM, 
th^ data. 

./Xin 42 XII 

42 

B XII 43 XIV 

Here the Eoman numerals denote the number of observations 
which occur respectively above or below those given in Arabic 
figures. As the median of the composite group comprising fifty- 
four observations is intermediate between the twenty-seventh 
and twenty-eighth observations, it is evident at a glance that the 
required median is intermediate between 43 and 42, say 42*6. 
The process is easily extended to three or more groups. 

However, we do not deny that the arithmetic mean has a con- 
siderable advantage over the median m virtue of the proposition, 
true of the former but not of the latter, that the mean of two 
(or more) means is the mean of the group formed by the con- 
stituents of both (or all) the several means. 

Our difference with Professor Mitchell on another ground is 
more serious. , He finds a difficulty in the use of the median in 
two opposite cases ; when the given observations are either closely 
crowded, or widely dispersed about the centre of the group. As 
to the first case, it is said that the median may not answer pre- 
cisely to its definition when several of the items to be averaged 
have identical values. For example, in Table II. [tabulating 
deviations presented by “chain** index-numbers] it often hap- 
pens that the median falls on a large group of precisely identical 
figures, so that it ceases to be true that half of the cases are 
above and half below the median. Upon this it may be sufficient 
to say for the present ^ that the case in which there is an ab- 
normal agglomeration about the centre is primA faoie one par- 
ticularly favourable for the use of the median ; since its probable 
error is less the greater ceteris paribus the height of the frequency 
curve at the middle.^ 

The opposite case of observations widely dispersed in the 
neighbourhood of the centre would be open to objection if the 
cause of the phenomenon were a depression in the form of the 
grouping, if the shape of the frequency curve about the centre 
resemble a valley between two eminences.^ In that case, for 
the reason just now given, the probable error incident to the 

1 Cp. below, p. 195. 

® More exactly, inversely proportional to the square root of the ordinate at 
the point on the abscissa where the median occurs. Cp. Encyclopaedia Britannica 
Art. ProbabUitp, Sect. 138, 139. 

5 The supposition rejected as not appropriate to tfe dita ; above, p. 182. 



192 


THE ECONOMIC JOtTENAL 


[ JITNE , 


median would be particularly large. But this is clearly not the 
case contemplated by Professor Mitchell. He attributes the 
objectionable dispersion merely to the paucity of the observations. 
We shall therefore do no injustice to his argument if we suppose 
the grouping to be of an ordinary kind, in particular the normal 
law. 

Upon this assumption it is at once to be admitted that the 
median is less accurate than the arithmetic mean, in so far as its 
probable error is a little greater, namely, in the ratio of about 
IJ to 1. That is all that we admit on the score of inaccuracy 
against the median. But we are by no means certain that we 
have apprehended Professor Mitchell’s objections. Without being 
quite sure that we have located our author’s position, w^e shall 
aim at three tolerably distinct points, (a) When there is a con- 
siderable interval between the position of the observation which 
forms the median and each of its nearest neighbours, then through- 
out a wide tract the position of the mean depends upon the 
accidents affecting a single observation, (b) The position assigned 
by the median is not perfectly definite, (c) The median is less 
responsive than the arithmetic mean to changes in the items. 

The first objection (<r) is to be gathered from the following 
statements. “Where the number of items to be averaged is 
small, medians are erratic in their behaviour. . . . For in such 
groups there is often a considerable interval between the mid- 
most relative price and the relative price standing next above it 
and next below. No change in any of the items, large or small, 
can alter the position of the median unless it shifts an item from 
the upper half of the list to the lower half or vice versA, But 
any change of this character, large or small, will make the 
median jump over the whole interval between its former position 
and that of the next highest or next lowest relative price, unless 
the change happens to place a new item within these limits ” 
(85). Compare the dictum in the author’s Gold Prices . . , and 
Green-back Standard, “The median ... is rather erratic 
within limits of several points because its precise position is often 
dependent on the relative price of a single commodity which 
stands in the middle of the scale of relative prices.” ^ So again 
it is said: “When the numbers of commodities in the index- 
number is small, medians are likely to prove highly erratic, repre- 
senting less the general trend of prices than the peculiarity of 
the data from which they are made ” (90). 


1 Op cit,f p. 58. Quoted with comment in the review of the work in the 
EcoKdmo JotrEm % 1808, Vol XVIII., p. 581. 
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This objection is met by denying that the interval between 
two adjacent observations at the middle of the group is likely 
to be “considerable”; large relatively to the magnitude with 
which it is proper to compare that interval — that is, the minimum 
mensurabile, as we may say — ^that interval which is equal to (or 
of the same order as) the smallest degree which the compared 
method of measurement is capable of distinguishing with accuracy. 
For this minimum we may take at the least the “probable error ” 
incident to the arithmetic mean. That the interval between 
adjacent observations is likely to be small compared with Lhis 
minimum is sufficiently evidenced by the following proposition. 
When- the number of observations (n) is large the interval at 
the middle of the group, which is as likely as not vacant, within 
which it is an even chance that no observation falls, is most 
probably very small compared with the probable range of the 
arithmetic mean (in the ratio of about 1 : When the number 

of observations is not large the proposition is less accurate. But 
it remains roughly true, as the number cannot be supposed 
very small consistent with the applicability of the theory of prob- 
abilities. Suppose, for instance, that the number of observa- 
tions is twenty-five , the number of a group which, according to 
Professor Mitchell, “illustrates the erratic chanu3ter of the 
median.” Then the space at the centre, which is as likely as 
not to be vacant, is about a quarter of the probable range to which 
the arithmetic mean is liable. 

As a concrete example, let us take the groups above cited, 
formed by the addition of ten random digits. Here is reproduced 
the central region of Group A : — 

m M 

I 1 III I I ^i_ 1 1^1 

I I I 1111“ I ‘ I i I 

A. 40 41 42 43 46 47 48 

41 42 46 

The figures below the line represent observations which have 
occurred. The letter M above the line is meant to show the 
position of the arithmetic mean, being 43*6. The median, de- 
signated by the letter m, is coincident with one pf the observa- 
tions, 42. There is here, no doubt, a vacant tract between 43 
and 46. But it is not considerable, regard being had to the 
roughness of the computation. For the probable error to which 
the arithmetic mean is liable is nearly 1*2 ; ^ that of the median 


^ — 0*4769 X / lOx 16*5 (nearly) 
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is about 1*5.^ Had the median occurred anywhere between 43 ' 

X 1-2 (nearly) 

Mid 46 there Would have been no reason for suspicion. 

M m 

I I I 1 I I I I L 

I I I t I I I I I 

B. 39 41 43 44 45 46 

45 46 
45 


Group B also does not countenance suspicion of the median. 
In its central tract here exhibited the largest gap is only 2 ; and 
the median, 44, as it happens, gives a better approximation than 
the arithmetic mean, 41‘8, to the true value, which is 45. 

If the object had been to ascertain whether there was any 
difference in the constitution of Groups A and B — whether B, 
for instance, had been constructed by the superposition of more 
or fewer digits than ten (the given number for A) — the median 
would give nearly as good an answer to this question as the 
arithmetic mean. The only difference is the one already acknow- 
ledged that the probable error of the median is a little larger. 
That difference would disappear if the number of observations 
{in pari materid) on which the median was based had been some- 
what increased. The median of forty such observations would 
have afforded as good a test as the arithmetic mean of twenty- 
seven. 

To give an example more germane to the present discussion, 
we have taken out, for the year 1890,^ the relative prices which 
enter into the groups, numbering twenty-five each, of which 
Professor Mitchell has instanced in connection with his remarks 
on the median. Here is exhibited the central portion of the first 
group or series. The arithmetic mean is at 115 ; the median 
at 116*5 


I. 


108 


M m 

til I I i 


iiU ' 


116-6 


I I I I 

__ _ __ 

118 119 121 

119*3 


There is a vacant gap of 3 in the immediate neighbourhood of 
the median and of 4 not far froni it. But what of that, seeing 
that the probable error of the arithmetic mean is about 3, and 
that of the median itself greater. 

M m 

I I I I 11 II I I I 

’ * * ‘115-5' 'll7-6‘ 118-8 119 ' ' 

116-8 

^ — — : 

1 J¥0m TaUe II. of Labour 1914 ; whole number 149. 


n. 


1^^ 


I I 

t rr 


'1H.7 
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The central tract of the second series likewise does not bear 
witness against the median. The arithmetic mean is at 113 ; 
the median is at 115*5 ; the probable error about the same as for 
the first series.. 

(b) There seems to be expressed a fresh objection in the 
statement that it ‘*is not always true of medians'* that “their 
meaning is perfectly definite ** (91). The meaning of the objec- 
tion does not seem to us perfectly definite. Possibly it belongs 
to the class of difiiculties apprehended in the case of numerous 
observations. Perhaps it is the same as the objection which 
we have already mentioned under that head. Perhaps it is the 
same as an objection which has been levelled by other statisticians 
against the median, viz. , that it does not in general present a value 
so finely graduated as does the arithmetic mean. Consider, for 
example, the “race ” above imagined, run by tossing coins — ^say 
a dozen every five minutes — and taking a step — say a quarter of an 
inch — forward or backward, according as each coin turns up head 
or tail.^ If a number of players each proceed thus — starting from a 
starting-point labelled 100 (25 inches from zero) — at the end 
of the period the group will be distributed discontinuously at 
integral points. Now the arithmetic mean is not limited to in- 
tegers, it may occur anywhere between two adjacent integers. 
But primd facie the median is so limited, or, rather, it seems to 
be limited either to an integer if the number of constituents be 
odd, or to an integer + J if the number of constituents is even. 
The objection is not particularly applicable to the data with which 
our author is dealing, relative prices graduated to a^ tenth of 1 per 
cent. In any case, the objection is not very serious, since by a 
proper adjustment of the data a fractional value can be obtained 
for the median.^’ 

(c) There remains to be considered the objection that “arith- 
metic means are more representative averages than medians being 
affected by any change in the items of the group " (85) . . . “un- 
like medians, they [“aggregates”] allow every change in the 
price of every article to influence the result” (71). In making 
this objection, the author seems to have in view two groups in 
pari materid such that in passing from one to the other we find 
no change in the median, while there are changes among the 
other observations other than those determining the median, 

1 Above, p. 183. 

2 See the present writer’s articles On the Use of Analytical Geometry to ffi'pfe- 
sent . , . Statistics, and On the Jdf^tl^'ematical Representation of Statistics, 
Journal t/ the Royal Statistical Society, Vol. LXXVII., p. 732, LXXIX, p. 471, 
et passim. 
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which changes affect the more sensitive arithmetic mean. Upon 
this it may be remarked that if there is this difference in the 
behaviour of the two averages, it is not to the credit of the 
arithmetic mean. The slight advantage which we have already 
allowed to the arithmetic mean would not be enhanced by this 
circumstance. Supposing that slight advantage corrected by 
basing the median on a greater number of observations, then the 
sensitiveness attributed to the arithmetic mean would be rather a 
defect than an advantage.^ 

But does the difference exist? Does the median, oftener than 
the arithmetic mean, does it even often, remain unchanged from 
one group to another? This may be doubted, if the data are 
finely graduated, or if graduation of the median by adjustment 
is practised."^ The median seems, indeed, but only seems, to be 
irresponsive in certain circumstances — of perhaps frequent occur- 
rence in the statistics of prices — which we shall indicate by con- 
tinuing the parable of the indoor race.^ Suppose that in the first 
five minutes several of the numerous players — late or dilatory — 
do not make a start, and that their positions at the end of the 
period are registered as being at the starting-point. Accordingly, 
at the end of a short period a good number of observations would 
be heaped up at the starting-point; the median would appear 
unmoved. But, of course, the position of those players who 
have not moved — whose position is not the result of steps deter- 
mined by tossing coins — cannot be used to ascertain the asym- 
metry of the coins. For that purpose it would be proper to omit 
those dead-head observations, or to prolong the game until the 
slow players should come in. But for other purposes, of perhaps 
greater interest to the players, as relevant to the betting, it liiight 
be proper to take account of those nullities. 

Here, probably, is to be found the reason of the difference 
between Professor Mitchell and ourselves as to the worth of the 
median. We have been all along seeking to extricate from fallible 
observations a mean apt to represent the “general trend of 
prices” (9). That is the sort of index-number to which we 

^ The arithmetic mean in this respect might be compared with the method of 
examination by summing arithmetic marks practised at some public competitions 
as contrasted with examinations at one at least of our Universities where general 
unanalysable impressions have a due weight. The former method, no doubt, more 
frequently brings out the candidates as unequal, •but the distinction does not 
correspond to a real difference. 

2 Above, p. 195, note 2. 

8 Above, p. 182. Note that the spike-shaped “ mode ’* there noticed is formed 
by prices which lutye not moved at all in the 'period un-der consideratioiT; to be 
distingUMhed from tho^ which have moved less than one mill. 
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submit that the median may be appropriate. But Professor 
Mitchell in this criticism of this average has presumably often 
in view some of the more directly practical purposes which have 
been distinguished, such as par excellence the determination of 
changes in the cost of living. For these purposes we at once 
admit that the median is not so appropriate as the combination 
of the kind which Professor Mitchell calls an “aggregate.”^ We 
entirely agree with him that “the best form for general purpose 
series is a weighted aggregate of actual prices.” 

F. Y. Bdgewoeth 

1 Thp term ** aggregate *’ is felicitous as suggesting approach to that type 
which, as above explained (p. 188), is furthest removed from an index-number, 
the term least connected with the Calculus of Probabilities ; infelicitous so far as 
it masks the affinity, not to say identity, between the proposed construction and 
the weighted arithmetic means used by Giffe:., Palgrave, and the older statisti- 
cians (as to whom see British Association Memoranda , 1887, p. 264, and 1889, 
p. 139 et seq.). The words of Sidgwick there quoted : “Summing up the amounts 
of money paid for the things consumed at the old and the new prices respectively 
. (Po7, Econ., Bk, I., ch. IT.. Sect. 3), are appropriate to aggregates. 



REVIEWS 

Rural Reconstruction in Ireland: A Record of Co-operative 
Organisation. By Lionel Smith-Gordon, M.A. (Oxon,), 
Librarian Co-operative Reference Library, Assistant Secre- 
taiy Irish Agricultural Organisation Society ; and Lawrence 
C. Staples, A.M., sometime Parker Travelling Fellow, Har- 
vard University; with Preface by George W. Russell 
rA.E.n (London: P. S. King. 1917. Pp. 279.) 

Mr. Smith-Gordon and his coadjutor address a great variety 
of readers. The gospel of co-operation is preached not only to 
Irish farmers ; the labourers also may hope for benefit from co- 
operative stores. The landlords, too—or, rather, those who 
formerly enjoyed that position — are reminded that now that they 
have descended from that invidious position *they are freer to take 
a leading part in the life of the country. Sir Horace Plunkett’s 
remarkable pamphlet, Noblesse Oblige, is appositely cited : ** New. 
duties — or, I would rather call them, opportunities — are emerging 
from the present social revolution, which far exceed in interest 
and importance those appertaining to the former relation of land- 
lord and tenant.” Co-operation being non -political, it is particu- 
larly open to the resident gentry to take a lead in this movement. 
Again, Irish politicians are warned against an exaggerated belief 
in political remedies — an exaggeration typified by the 
anecdote of the peasant who ceased planting potatoes on 
hearing that a Home Rule Bill had become law. Nor 
is it only the Irish reader to whom this widely interesting work 
appeals. Co-operators everywhere will be confirmed in their faitn 
by the records and reflections here presented. Economists whose 
belief in the pecuUar efficacy of co-operation may have been shaken 
by sceptical arguments — such as those examined in a former 
number of the Economic Journal (1898) by Professor Gide— will 
here* obtain additional experience to set against abstract analysis. 
The lessons of experience are, indeed, more convincing because 
th0y* are ihb^reted by general reasoning. Our authors would 
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subscribe to Professor Pigou’s explanation : “ Tlie form of Pur- 
chasers’ Association may, in fact, utilise the altruistic motives 
alongside of the egoistic as a spur to industrial elBciSncy.” 
With Professor &ide they would recognise that man is not wholly 
egoistic. Yet they by no means underrate the force of egoistic 
motives, the need of self-help. They justly claim for the move- 
ment directed by the Irisli Agricultural Organisation Society that 
it encourages voluntary effort and self-reliance. They wisely 
observe that the ultimate criterion of Irish land legislation is co 
be looked for in its effect on character. Co-operation forms a 
needed complement to legislation which might have resulted in 
a relaxation of effort. 

In the opening sentence of the Preface contributed by “ A. E.'' 
it is truly said : “ This volume contiiins the most complete and 
accurate history of a movement which has come to be of the 
highest importance to Ireland.*’ The early history of the move- 
jnent had, indeed, been traced by other able hands ; notably in the 
Economic Journal by Professor Finlay (1896) and by Sir Horace 
Plunkett (1897). But' in view of subsequent developments our 
authors* record of co-operative organisation is more complete. The 
origin and root-idea of the system having been exhibited, the 
various growth of the widely ramifying branches is next traced. 
Of these the most flourishing — the earliest and the most successful 
of those cultivated by Sir Horace Plunkett — consists of the 
creameries. Irish butter, which in. the earlier ’eighties could be 
described as principally used for adulterating margarine, now 
rivals the products of Denmark. The turnover of the creameries 
in 1915 was almost £3| million. But in spite of their immense 
success the creameries have not entirely escaped the danger to 
which the “ inveterate propensity to truck ** exposes all forms 
of combination. “ The creameries,** we read, “ are scarcely more 
free from competition in sale than they were at the beginning of 
the movement, for the unfortunate reason that they have not yet 
been convinced of the necessity of not competing with each other.” 
The unreformed system of marketing still admits of every 
creamery competing with the rest in “ cutting ** priced. A peculiar 
disability under which the creameries labour is due to the falling 
off of the milk supply in winter consequent on the prevalence of 
grass farms. The remedy is the introduction of tillage suited to 
small dairy farms; a ^remedy which will perhaps be hastened 
by the war. The creameries sometimes combine with the work 
of dairying a function which belongs specifically to the agricultural 
societies — ^the collective purchase of agricultural requisites at a 
No. 110.— VOL. xxvin. p 
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reasonable rate, with a guarantee of quality. The agricultural 
societies also suffer from l&e discontinuity of their activity. “ The 
members of the society take little interest in its existence except 
at the particular season of the year when the requirements are 
bought/* The remedy, which consists in increasing the range 
of articles which the society buys for its members, is hampered by 
the condition attached to the grant from the Development Com- 
missioners, that societies for other than agricultural purposes 
should not be promoted or admitted to recognition. The difficulty 
thus caused has been partly turned by the Irish Agricultural 
Wholesale Society. Breaking through hostile rings of manufac- 
turers, this society can boast that it has secured for the farmer 
a reduction of 50 per cent, in the price of guaranteed manures. 

We cannot hope within our limited space to render intelligible 
to our readers the workings of the various societies, which the 
authors describe minutely yet clearly. Passing over the societies 
described as “ niiscellaneous,” and the home industries, we shall 
advert only to the credit societies. These, in point of magnitude 
and potential importance, deserve a foremost place ; but in respect 
of actual success they rank low. Some improvement, indeed, under 
the auspices of the I.A.O.S. was made upon the old Loan Fund 
system which was inaugurated by Dean Swift, and on the more 
modern “ trust auction.” The latter method of borrowing con- 
sists in discounting a bill based on a fictitious sale. For example, 
” a farmer raised £10 on a cow by thus selling her to his son at an 
auction. Next day the same cow was sold by the son and bought 
by the father, so that £20 was raised dn the one animal in two 
days.*’ But the fair prospects of the credit societies have not 
matured ; partly, according to our authors, owing to the adverse 
action pursued by the Department of Agriculture and Technical 
Instruction ever since 1907, when Sir Horace Plunkett was suc- 
ceeded by another President. The Department is represented 
by our authors as continually thwarting the beneficent endeavours 
of the I.A.O.S. The traders influence the politicians; the poli- 
ticians influence the Department ; and the Department uses its 
influence to prejudice the cause of Co-operation. To that influence 
the authors ascribe in part the unsatisfactory financial condition 
of the I.A.O.S., which is far from being, as it ought to be, self- 
supporting. 

Notwithstanding some^loomy signs, the authors take a cheer- 
ful view of the future. At* least, their predictions are of a kind 
sometimes employed by the Hebrew seers when they prophesied 
blessings eonditfonal on good ccmduct. If the creameries arrange 
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their marketing properly, if the agricultural societies secure con- 
tinuous activity, if the farmers support the I.A.O.S. financially 
and take an interest in the local societies, if co-operative stores 
for the benefit of the labourers are created, then indeed will be 
realised all the blessings which are expressed in the co-operative 
motto : “ Better farming, better business, better life.” One 
great improvement in Irish life will be the mitigation of sectarian 
and political animosity, a result already becoming visible. “ On 
the Committee of the I.A.O.S. and of the individual societies 
Catholics and Protestants sit in friendly discussion. Sinn Feiners 
and Constitutionalists, Unionists and Home Eulers forget for the 
moment their embittered differences.*’ At least, ” the dividing 
facts of life are being relegated to their true position by the realisa- 
tion of community of interest in the economic sphere.” 

For a fullei description of the better life, the reconstructed 
Irish civilisation, which is to spring from the principle of co-opera- 
tion, we turn to the glowing pages of “ A. E.” His sublime concep- 
tion of national well-being is free from the taint of aggressive 
militarism. Independently originating an idea which had also 
occurred to William James, our author proposes to substitute for 
universal military service a sort of industrial conscription. “ Sup- 
pose Ireland had through industrial conscription about fifty thou- 
sand young men every year at its disposal under a National Works 
Department.” The benefits of discipline and obedience attributed 
to military service would be secured by labour conscription. The 
cost of beneficial public works would be reduced greatly. “National 
schools, picture galleries, public halls, libraries, and a thousand 
enterprises which now hang fire because at present labour for 
public service is the most expensive labour, all could be under- 
taken.” 

The new Irish civilisation is to be based on rural rather than 
urban industry. ” The creation of a rural civilisation is the 
greatest need of our time.” The picture of the future rural com- 
munity is quite idyllic. “ There will be, of course, a village hall 
with a library and gymnasium where the boys and girls will be 
made straight, athletic, and graceful. In the evenings, when the 
work of the day is done, if we went into the village hall we would 
find a dance going on, or perhaps a concert.” Meanwhile, the 
Council of the Community might be discussing how best to lay 
out their abundant profits. ” One might like to endow the village 
iSchool with a chemical laboratory, anolher might want to decorate 
the village hall with reproductions of famous pictures, another 
might suggest removing all the hedges and planting the roadsides 

p 2 
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and lanes with gooseberry bushes, currant bushes, and fruit 
trees.” 

A new “Sweet Auburn” seems tp be realised. We are, 
indeed, in the presence of a poet, one of those by whom 
“ the world is wrought Into sympathy ” with new motives and 
ideals. The mere economist must recognise a creative force which 
transcends logical analysis. He will recall the feeling of Mill 
towards Carlyle. “ I felt,” says Mill, “ that he was a poet and 
that I was not ; that he was a man of intuition, which I was not.” 
But Mill, while deeply influenced by Carlyle, did not surrender 
Ms own sturdy belief in the virtue of competition. We may 
follow the inspired author of The National Being with simi- 
lar reservations. We need not accept the verbal inspiration 
of passages which seem to deprecate econornic competition. ‘‘ Our 
feebleness arises from economic individualism.” ‘‘What really 
prevents an organic unity in Ireland is the economic individualism 
of our lives.” People compete against each other and under- 
sell each other . . . stultify each other’s efforts and reduce each 
other to wretchedness.” We are not prepared to affirm with our 
author that “ there never can be any progress in rural districts 
or any real prosperity without such farmers’ organisations or 
guilds.” Similar sweeping predictions have been made by high 
authorities as to co-operative industry. But these prophecies have 
failed, largely because they could be fulfilled in the spirit without 
being fulfilled in the letter. As Mr. L. L. Price has pointed 
out in his writings about Co-operation, its best parts can 
■be grafted on to the wage system without tearing up that 
system by the roots. The spirit and essence of the co-operative 
ideals so beautifully imaged by the poet-economist will in the 
coming civilisation, we trust, be realised. But as to the form of 
the future economy, the words of another poet, reflecting on his 
own youthful prophecies, seem appropriate : the earth will be 

Something other than the wildest modern guess of you and 
me ” 

P. Y. Edgewoeth 

The Town Labourer, 1760-1832. By J. L. Hammond and 

Babbaba Hammond. (London : Longmans, Green & Co 

1917. Pp. xi., 346.) 

This is the first volume "of the sequel to Mr. and Mrs. Hamt 
monk’s Village Labourer, which a|>peared in 1911. As its sub- 
tltlOi The NetV' Civilisation,” indicates, it is general in char- 
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acter and not exclusively economic. Much of the best work in it 
is not economic at all. The treatment, for the most part, is that 
of the essayist, as the titles of the earlier chapters suggest — “ The 
New Power,’’ I'he New Discipline of the Factory,” ” The 
New Town,” “'Justice,” “Ofder,” “The Economic Conditions.” 
Fresh historical material, those contributions from the Home 
Office papers which were so valuable a feature of The Village 
Labourer y first comes in chs. 4 and 5, ” Justice ” and “ Order.” 
There is no mistaking the authors’ sympathies, but the balances 
are on the whole fairly held. 

The chapter on “The Economic Conditions” is very slight 
indeed— there are only sixteen pages — though accurate enough 
so far as it goes. One might perhaps question the statement 
that when £100 of paper were only worth £86 10s. in gold there 
was, ”of course, an immense inflation of prices” (p. 106 : italics 
the reviewer’s). Economists must not expect to find close study 
of the course of .prices, of wages, or of population. The standard 
of treatment for such topics is illustrated by the statement : ” It 
is well known that population increases with a decline in the 
standard of life ” (p.- 14). The point is not argued and is cer- 
tainly arguable. Nor is there any critical discussion of the old 
system of legislative restriction of industry, whose decay prepared 
the way for the New Civilisation. Mr. and Mrs. Hammond call 
it a “ web of prudence ” (p. 197) ; but do not tell us how far the 
web was intact and whether its results were good, say, in 1760- 
90. (There is, by the way, very little in the book at all about 
those thirty years. They might almost have been omitted from 
the title page.) Perhaps, however, the discussion of the “web 
of prudence ” is reserved for Vol. 2, which “ will give in detail 
the history of the workpeople in various industries ” (p. viii.). 

After the chapter on economic conditions comes one which 
contains the best account yet published of the actual passing of 
the Combination Laws. It is called. The War on Trade Unions. 
Then two chapters on the employment of children. The sections 
on mills and mines are familiar, down to that classical manu- 
facturer who took one idiot with every twenty sound parish 
apprentices. He is introduced with an “ in one, case at least” 
(p. 145), which suggests other cases; but these, if they existed, 
are not inquired into. Less familiar are the unpleasant truths 
in the section on chimney sweeps, though some of them could 
be found in Kingsley’s Water Babies. There is no discussion as 
;^to how far the condition of the mines was an actual product of 
“The New Civilisation” and how far an inheritance from the 
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old. Such a discussion would have been useful. There is also 
room for discussion as to whether mill-hands, colliers and climb- 
ing boys are really the representative town labourers of the age. 

The two following essays are ‘‘ The Mind of the Eich ” and 
*'The Conscience of the Eich.” ” The Eich” do not get off 
easily, but the indictment seems substantially correct. It is that 
the average well-to-do person was a fatalist about the miseries of 
the poor ; that he regarded employers en hloc as benefactors C* a 
person who, like Mr. Jackson, has employed from 100 to 130 
hands, common gratitude would teach us to look upon as a bene- 
factor to the community ’ ’ as someone wrote to the Home Office : 
p. 209, n.) ; and that, generally speaking, he taught a religion of 
mere resignation as a buttress to the existing order. In this 
connection Mr. and Mrs. Hammond have many hard things to say 
of Wilberforce, but the summing up on him (pp. 244-5) is just. 

An excellent chapter called The Defences of the Poor draws 
considerably on Home Office papers to illuminate the early history 
of trade unions.. Perhaps the most important new documents 
relate to inter-union action , from places so far apart as Portsmouth 
and York in 1802 (p. 264) ; but there are other scraps of intercepted 
correspondence, and fragments of leaflets and posters of consider- 
able value. Next, Methodism, the typical poor man’s religion, 
comes up for judgment. Mr. and Mrs. Hammond regret that so 
many pennies which might have been spent on the class war went 
to the class meeting (p. 285), but conclude their very superior dis- 
cussion of “this religion ” with the magnanimous admission that 
it ” must-, in spite of itself, have made many men better citizens, 
and some even better rebels ” (p. 287). In a theological or ethical 
journal it would be interesting to debate the “in spite of itself ” 
as applied to citizens. It is, of coarse, true that Methodism did 
not set out to make rebels. 

There are more chapters, but there has already been too much 
analysis. The main characteristics of the volume must be set 
out in conclusion. It is published now with a purpose — to make 
men believe that they can and must control economic forces in the 
new age, instead of explaining them “with complacent pessimism ** 
(p. vii.). The authors seem to assume that such control was a 
century ago (or, for that matter, is to-day) a relatively easy thing, 
given good will. “ The mistakes and troubles of an age are due to 
a false spirit, an unhappy fashion in thought or emotion, a ten- 
dency in the human mind to.be overwhelmed by the* phenomena of 
the time. . . - Men come to think that it is thembusiness to explain, 
rather than to control, the forces of the hour.” Maybe. But we 
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are not given an analysis of the bigger and blinder forces at work 
a century ago profound enough or critical enough to warrant a 
decision. There is plenty of good will, except, perhaps, for 
Methodists. As a rule even classes whom the authors mean to 
condemn are heard before execution. The facts as set out are, in 
the main, beyond dispute. Some criticisms of selection and stress 
that one is tempted to make must be deferred for lack of the 
second volume. But at the end of this volume one is not much 
nearer than before to any precise answer for that puzzling ques- 
tion : — just how far was it really within the power of the men of 
the Industrial Kevolution to control the forces of the hour? Given, 
that is, their knowledge, not ours, their, not our, possibilities of 
administrative efficiency, their preoccupation with a tw^enty-two 
years’ war, their inherited pieties and prejudices in place of the 
“swallowing of formulas ” on which some of us pride ourselves. 

J. H. Clapham 


Industry and Finance: War Expedients and Reconstruction, 
Edited by A. W. Kirkaldy. (London : Sir Isaac Pitman 
and Sons, 1918. Pp. viii + 371. Price 4^. 6d.). 

In many directions the war has rudely changed familiar 
routine ; and among such disturbance of long tradition a breech 
in the series of annual gatherings of the members of the British 
Association must now be included. The volume before us affords 
welcome proof that the abandonment of the meeting last year 
has brought no intermission of ’ the activity of the Economic 
^Science and Statistics Section. Professor Kirkaldy can be cordi- 
ally congratulated on the results collected here under his editor- 
ship, and published by the authority of the council of the 
Association, of the inquiries arranged by Section E during 1916 
and 1917. The present book, it should be remembered, is the 
third of what may now be called a trilogy, and preserves the 
quality of its predecessors. In the main it is a continuation and 
development of investigations begun in former years into the two 
important subjects of the replacement in industry of men by 
women and of the effects of the war on credit, currency, and 
finance. On the first matter opportunity is given for gauging the 
extent and appreciating the nature of what has in fact occurred 
and for adjusting or modifying loose impressions that have been 
formed. On the other topic we know of jno publication, whether 
official or private, where necessary information on what must 
remain a significant or unique chapter in the economic history of 
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this country has been more fully, fairly, and lucidly pre- 
sented. valuable repertory of precise detail is permanently 
stored; and in our judgment the service conferred thereby on 
Ihture students has been enhanced by a more sparing use of 
critical commentary than that employed last year. 

The bulk of the volume is thus filled ; but an introductory 
chapter from Sir Hugh Bell, styled a “survey ” and a “warning,” 
an account of “women workers in agriculture ” by Miss Thomas, 
a review of “suggested lines of development for workshop com- 
mittees” by Mr. Eenouf, and appendices, in which Mr. Gibson 
deals with monetary inflation and with the directions that future 
forms of borrowing might take, and Mr. Allen discourses on 
taxes versus loans and on railway fares, complete this weighty 
timely contribution of the economists and statisticians of the 
British Association to the scrutiny of the tremendous problems 
raised by the world-wide war, and by the “reconstruction ” linked 
in many quarters, both interested and detached, with the victor- 
ious peace for the quick arrival of which all of us are longing. 
The editor, in a final note on transportation, offers appropriate 
remarks on the new sub-section added by the Council to Section 
F ; and he writes thereon with the knowledge and authority of a 
recognised expert. 

It would be impossible, within the limits of this review, to 
engage, tempting as the essay might be, in exhaustive discussion 
of the rich material we have indicated. The “President’s 
Address,” as it may be called, is the characteristic utterance of 
a shrewd business man. He accounts for the comjiarative ease 
with which the enormous cost of the war has hitherto been met in 
this country by pertinent considerations. In any case under ordi- 
nary conditions the annual income of the nation is in a large 
measure annually consumed. Eepairs and renewals, usually 
undertaken, being in many instances not immediately imperative, 
have been postponed; and increased energy, “at any rate among 
women,” has developed. As we should expect from a “convinced ” 
free trader, he deprecates the practice of a different fiscal policy 
when the war is over, but, consistently with this attitude, he is 
generally distrustful of State intervention. He hopes that the 
burden of the debt can be borne, and that the payment of good 
wages will be maintained, by additional productivity, without the 
removal of the margin of profit, already narrowly reduced, ot the 
trial of the specious substitute of a levy on capital for taxation, 
the weight of which, however assessed, must in reality fall upon 
income. Sir Hugh Bell, in fine, and his discourse is not the less 
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apt and forcible for that reason, says very much what we might 
have anticipated. Nor are we surprised to find Mr. Allen pressing 
here, as elsewhere, for drastic taxation in place of enlarged borrow- 
ing. There is, we think, force in his criticism that the practice 
hitherto followed in the respective use of these alternative methods 
of finance has not been based on any logical distinction of the 
separate purposes to which the money raised thereby is applied. 
Mr. Gibson in a similar spirit and with like reason complains of 
the “l§ck of a comprehensive scheme of continuous borrowing ” 
“framed to minimise the labour of collection and of conversion 
in the future and based on principles of equity/’ “Our war 
finance/’ he declares, “has hitherto been more fitted to the period 
of the Napoleonic wars than to modern conditions of banking and 
credit. ’ ’ 

He argues instructively that the “rate of interest is having less 
and less effect in attracting internal loans/’ and that their “ char- 
acter,” the “methods of collection ” and the “ degree of advertise- 
ment ” have become the “dominant factors.” He contemplates, 
indeed, the possibility of “some form of equitable compulsory 
subscription,” but he advances a scheme for financing the war 
for the remainder of its duration through voluntary lending month 
by month of a definite proportion of the balances of the deposits 
in the banks, using as a ready medium the passbooks of their 
customers. He estimates that some 35 per cent, of the increase in 
prices up to the end of the third year of the war has been due to 
“monetary inflation ” ; but he is careful to iK)int out that, as 
bank credit is “absolutely essential” to modern production, an 
expansion of such credit is not per sc an “economic evil.” Mischief 
is caused when it is not followed in the near future by increased 
production. He is also, we think, instructive in noting on the one 
hand the large transfer which has taken place in most banks 
from deposit to current accounts as Government disbursements 
find their way to business firms, and in emphasising on the other 
the increased velocity of circulation ^ue to the passage of purchas- 
ing-power from persons who did not intend to exercise it at the 
moment to the Government which must spend immediately the 
funds at its disposal. In such curious ways, not always suspected, 
it is that inflation is the sequel of bank credit. 

The chapter written by Mr. Eenouf on workshop-committees 
is a contribution, as we believe, of indisputable worth to the dis- 
cussion and solution of a practical problem of crucial importance. 
It proceeds evidently from close knowledge, sane judgment, and 
rare discrimination. A candid avowal of diflSculties which may 
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arise and an impartial endeavour to appreciate the attitude of the 
parties concerned characterise the general aim and the particular 
arrangements of the scheme which he presents. He would thus 
hope to give the satisfaction, which is feasible, to the urgent and 
legitimate demand of the workmen for increased control of the 
establishments in which thev work. As we might expect, the 
situation can, in the opinion of so capable and enlightened an 
observer, be best met by the use of more than one variety of 

committee, constituted on different lines, entrusted with different 

<•> 

duties and invested with different kinds and degrees of power. 
For modern industry is, lie says, “complicated and the attempt to 
introduce democratic ideas into its governance will necessarily 
make it more so.” Nor need his plan of three committees — a 
shop-stewards’ committee, a welfare committee, and a social union 
committee — ^be “accepted in its entirety.” 

The authoritative account supplied by Miss Thomas of women 
workers in agriculture is connected with the report on the replace- 
ment of men by women, as the appendices noticed before, which 
are furnished by Mr. Gibson and Mr. Allen, are related to that on 
the effects of the war on nredit, currency, and finance. She 
exhibits inter alia the determining influence exerted by the stimu- 
lating example of educated women. In the report itself, we are 
told that the process of “dilution ” has advanced markedly since 
last year ; but it is also less true now than it was then that few, 
or no, women have been found replacing men in posts demanding 
under new arrangements the same degree of skill as that required 
from, and shown by, their former occupants. The range of indus- 
try on which women are engaged is much wider, and they have 
proved capable, after training, of work which is not merely “repeti- 
tive ” or “routine” in character. But in some instances they 
have taken the place of other members of their own sex, drawn 
away from habitual occupations, such as the textile trades, to 
“ munition works ’’ and “municipal employments.” The Com- 
mittee reach the general conclusion that “replacement by women 
of skilled men has not been large,” and that in the engineering 
trades the “position of skilled artisans returning” from their 
military service is “not likely to be seriously prejudiced by the 
competition of women workers,” “unless repetition production 
is applied to non-war-work on an unexampled scale and with 
unexampled rapidity.” The significance of this opinion needs no 
emphasis; and it may serve to demonstrate the illuminating 
character of the inquiry* 

The Eeport of the other committee is, as we have hinted, full 
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of pertinent facts and relevant jSgures. They are brought to- 
gether in a useful shape suitable for quick but sure consideration. 
We will indicate some conclusions which may be treated as 
typical “One factor which has tended during the war to widen 
the margin between imports and exports/’ the Committee note, 
“is the great increase in freight rates and increased insurance 
charges.” For the values of imports are stated “c.i.f.” and in- 
clude cost, insurance and freight, while exports are reckoned 
“f.o.b.” and comprise besides cost only the charges of delivery on 
board ship. A corroboration of this instructive commentary vras 
supplied by Sir Felix Sfchuster’s last address to the shareholders 
of the Union of London and Smith’s Bank. He remarked that 
the “position of our trade with neutral countries is more satis- 
factory than could have been supposed” as “our imports from 
those countries are balanced by ou’' exports if in the latter be 
included the invisible exports such as shipping charges.” 

“Economic theory in relation to banking,” the Committee 
again pronounce, “has been triumphant during the war.” ” The 
maxim that every debit has its contra credit somewhere in the 
books of the banks of the United Kingdom has been amply proved 
during the successive issues of war loans and the financing of the 
war.” , It has, for good or for ill, facilitated the behaviour of 
Chancellors of the Exchequer in grappling with the immense task 
before them. “In the main,” the Committee observe, “credit 
manufactured by the Bank of England usually gravitates by trans- 
fer to the balances of the joint-stock banks at the Bank of 
England.” And thus a “rotatory ” movement can, it might even 
seem perpetually, be continued. 

More suggestive than these reflections by themselves is the 
detailed account of one special variety of the “modus operandi ” 
of this general process. That is furnished by the Committee in 
their description of the indirect effects of the issue of Currency 
notes on joint-stock bank reserves. They rightly speak of this 
affair as “exceedingly interesting.” As the banks take the Trea- 
sury notes their balances at the Bank of England are debited 
with the amount, but, so long as they retain them in their own 
strong rooms, their aggregate cash reserves are not reduced. As 
they then pay out to their customers these reserves will decrease, 
until the Government, drawing on the credit created by the taking 
of the notes, substitutes its own securities in the Currency Note 
Redeinption Account. For the Government drafts, passing first 
mainly to the credit of ^the customers of the joint-stock banks, will 
later, in the course of clearance, be credited to the balances of 
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those banks at the Bank of England. The aggregate cash-reserves 
of the joint-stock banks, which do not distinguish in the reckon- 
'’liig of such between legal tender and credit balances at the Bank 
of England, will thus in the end be increased by the issue of the 
Currency notes. The Committee are also of the opinion that these 
balances have been augmented by temporary loans made by the 
joint-stock banks to the Government through the medium of the 
Bank of England. For, they point out, the Eevenue Returns 
show that the amount temporarily borrowed on the credit of ways 
and means advances during 1916 was larger than the increase in 
the item of Government Securities in the weekly returns of the 
Bank of England, and the Bank (understood to be acting for the 
Treasury) has, it is known, taken during the last two years spare 
balances from the joint-stock banks at fixed rates of interest for 
short and varying periods. It has thus not only itself lent 
directly to the Government but probably it has also been an agent 
and an intermediary for advances from the joint-stock banks. The 
growth in the aggregate cash reserves of those banks, amounting 
during 1916 to £113,000,000, like the addition of £207,134,000 to 
their deposit liabilities during the same year, is connected in this 
way with expansion of credit. The precise part played in that 
movement by the Currency notes is at any rate made more plain 
through the explanation advanced by the Committee ; and they 
have rendered a service in the fresh light thrown on a dim corner 
of our war finance. 

Further elucidation may be properly desired in that particular 
direction, and the removal of uncertainty might, it is possible, 
mitigate some apprehension which is felt. We have been recently 
assured by a Committee of the House of Commons that, interro- 
gated by them, the Treasury authorities have declared that the 
issue of Currency notes has been hitherto made, not, as in many 
former instances in other countries, by the Government itself in 
direct remuneration of its servants, or in immediate payment of 
those who supply it with inunitions and other goods, but through 
the banks, in response to the requests of these institutions for 
a supply of legal tender currency to meet the changing require- 
ments of their customers, and in return for consideration given 
for the advance. The original Act, indeed, does not confine the 
circulation to this particular channel ; and it might, we conceive, 
strengthen the credit of the country abroad, and even at home, if 
the Chancellor of the Exchequer would pledge himself and the 
Cabinet publicly to the definitive continuance of the mode of 
issue hitherto adopted. It would even seem to be so far iimocuous 
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as it resembled the satisfaction of the demands of the banks for 
silver and for bronze though they are only tokens and not legaf^' 
tender. But it must nevertheless not be forgotten that the disuse 
of the policy of* including the gold backing in correspondence with 
the enlargement of the issues— a laudable enterprise started at 
the outset but soon abandoned — is no auspicious a feature of the 
issue, and raises, indeed, a further question that calls for prompt 
consideration. And, if the Committee of the British Association 
be correct, the Government itself draws on the credit created in 
its favour by its response to the requests of the banks for the 
supplies of a currency which, as Professor Nicholson contends, is 
de facto inconvertible, though nominally it may not bear that 
character. Nor is there any other remedy for “inflation occa- 
sioned by excessive issues than contraction, or insistance on the 
transfer of the issues of a gold equivalent in exchange for the 
supply demanded. The inference is abundantly justified that the 
present position of these Treasury notes is irregular if it is not 
discomforting. 

The small proportion of the deposits in the savings banks 
withdrawn during the war, cited by the Committee as proof of 
the greater stress placed by the public interested in .those banks 
in safety, and on facilities for deposit and removal, than on the 
rate of interest paid, the decisive influence of the entry of Presi- 
dent Wilson into the conflict in removing the need for further 
deposit of securities as collateral guarantee for loans from his 
people, the popularity of Treasury bills, attributable to their short 
term of currency, the possibility that subscribers to the last loan 
raised would have preferred a smaller yield to the sacrifice involved 
through the depreciation of their other stock sold to enable their 
subscription, the estimate of £250,000,000 as advanced by the 
banks to their customers to assist their application for allotment, 
the recognition of the banking world that the net . effect of the 
issue of war loans is a series of internaf transfers of credit among 
their depositors and the banks themselves, the opportune help 
rendered by the Japanese in facilitating British purchases on the 
other side of the Atlantic by the transfer of their command of 
American dollars, the attitude of the Scandinavian countries in 
permitting exchange rates to fall in preference to taking gold from 
the Allies, and the effect of the closer blockade instituted by the 
United States on neutral exchange rates on London — all these 
are other points to which the Committee opportunely draw atten- 
tion. They may fittingly be placed on record as signs of the 
financial times in which we live. 
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^ Mr. Franklin, discussing in a special section the movements 
of the foreign exchanges, observes pertinently that we are the 
one European country with a large and regular gold income 
derived from our African and Australian dominions, and that our 
fiduciary currency is not unwieldy by comparison with those of 
other belligerents. We shall be therefore in a better position 
than they (with the exception of America) for returning after the 
war to a normal state. Mr. Spalding, treating of the same subject 
in another section, notices the “desperate step ” taken by Ger- 
many in replacing the two-mark silver piece by paper, and, 
arguing that the “ increased velocity ’ ’ of circulation in our own 
and in other countries compensates for any increased work of 
exchanging that currency has been called to perform, associates 
a growth in its quantity with the sequel of inflation. Finally the 
Committee consider the question of national expenditure and 
taxation. They record precisely what has happened, but they 
hint, not obscurely, at omissions and mistakes that have been 
made. They evidently subscribe to the programme which would 
substitute taxation for borrowing. But in the main they “teach ” 
rather than “preach ” ; and, because their report deserves 
eminently the epithet of “lucifera,” we are confident that it may 
not improbably earn the the repute of having been “fructifera.” 

L. L. Peicb 

T . — The Conditions of Social Well-being considered hi the Light of 
the War. By Eichakdson Ev.ans. (Edwin Trim & Co., 
Wimbledon. 1917. Pp. 56.) 

II. — Capital and Labour: a Series of Articles on Conscription of 
WenUh, the Need for Industrial Beconstruction and for the 
Permanent Removal of Labour Unrest. By Sib Chables 
W. Macaba, Babt. (The Cotton Factory Times, Ashton- 
under-Lyne. 1918.) * 

These pamphlets both profess to deal in the main with ques- 
tions of reconstruction after the war. That by Mr. Eichardson 
Evans contains a “ record of the thoughts suggested ” by a con- 
ference which met fortnightly between December 1916, and 
May, 1917. The members of the conference consisted of some 
employers and workmen resident at Wimbledon, together with a 
small number of other interested persons, amongst whom was the 
author; who Mmself contributed a paper on the “ Resumption of 
Industry,” which is here reproduced. 

Mr,^ Evans spieaks of his “ uncomfortable perch on the fence,” 
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and his reflections on the discussions which took place at the con-* 
ference certainly suggest that he would have been more comfortable 
on a seat amongst the employers. For he appears to have been 
much impressed by the kindly spirit displayed by the representa- 
tives of capital, and equally pained by what seemed to him the 
unreasonable attitude of the working-class representatives. 

He is strongly opposed to Socialism, and reproduces with con- 
siderable skill the now well-known arguments against it. He is 
disturbed because Trade Unionists sometimes refuse to listen 
to the counsels of their leaders.” He is nervous about the effects 
upon the accumulation of capital and the maintenance of parental 
responsibility, of large expenditure on such reforms as free medical 
treatment for maternity cases and free meals for school children ; 
he is half-hearted with regard to the question of the abolition of 
half-time under the age of sixteen, and so on. 

But with all this he is fully alive to many of the glaring 
defects of existing industrial and social conditions, and is sin- 
cerely anxious to discover remedies. His constructive suggestions, 
however, amount to little more than the statement that ” Co- 
Partnership, Profit Sharing, Co-operation are the roads which lead 
to a happier future” (p. 50). A paper contributed. to the con- 
ference by Mr. A. W. Pollard, which is included in the pamphlet, 
contains a few further suggestions of a constructive nature, but 
which are not of a very practical kind. 

Mr. Evans appears to be on the whole optimistic about both 
the present and the future, and perhaps over-sanguine, when he 
says : “ For once, the nation is one great co-operative association. 
It will not easily relapse into the notion that it consists of privi- 
leged and unprivileged classes ” (p. 29). Again he is surely on dan- 
gerous ground wdien he asserts dogmatically that ” the main bur- 
den ” {i.e,, of the war) “ has fallen on the wealthier order,*’ and 
that, allowing for the rise of prices, ” it remains true that never ^ 
were the working population relatively more prosperous ” (p. 29). 

The pamphlet contains a good deal of very elementary 
economics, and in the course of his explanations of economic prin- 
ciples the author is continually dwelling on the importance of the 
largest possible output of wealth, and he lays altogether insuffi- 
cient stress on the fact that output must be limited by the effects 
of production on the lives of the wrorkers. Everything,” he 
thinks, “ that tends to suspend production, or reduce efficiency, 
or lessen output is an injury not only to the particular trade but to 
the community ” (p. 13), but so is everything which tends unduly 
to increase the strain of labour or to curtail the joys of life. He 
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^Iso omits to point out that restriction of output is constantly 
resorted to by employers, not to lighten, toil, but to augment 
profits. In his last sentence, however, Mr. Evans show^s signs 
of wavering in his economic creed when he says : • “ The well- 
being of a people does not rest on a basis of material comfort. It 
is the things of the soul that count ” (p. 50). 

The author holds that employers and employed are not opposing 
armies. Sir Charles Macara takes a very different view, and 
recognises that there is a real conflict between Labour and Capital, 
and the “ watchwords ” of his very badly printed twelve-page 
pamphlet, a reprint of five articles contributed to the Cotton Fac- 
tory Timts, are unity and concord. 

In most of the articles he calls for the resuscitation of the 
Industrial Council of 1911 (in the establishment of which he played 
such a leading part) as a means of promoting unity. In the first 
paper, however, he takes Mr. Bonar Law .severely to task for 
“ coquetting with the predatory type of Socialist ” in connection 
with the question of the conscription of wealth. A levy on capital, 
he thinks, spells industrial ruin, but he hardly appears to have 
made out his case. Perhaps this would be too much to expect 
within the limits of a single newspaper article. In another paper 
he suggests that : “ It would be a good thing if those engaged 
in the cotton industry — spinners, manufacturers, and merchants — 
were to get the sanction of the Government for raising a fund for 
industrial reconstruction, to be deducted from excess profits.'’ The 
fund might be all very well, but we doubt whether the plan of 
raising it by means of deductions from excess profits is one Trhich 
is likely to find much favour with Chancellors of the Exchequer. 

H. Sanderson Furniss 


Agriculture in Berkshire, By John Orb (Oxford : The Clarendon 
Press, 1918. Pp. viii + 208. 8^. 6d.). 

In this book Mr. Orr adds to the “ survey ’ ’ of farming in the 
county of Oxford, made for the Institute for Research in Agri- 
cultural Economics established at the University, a similar investi- 
gation of the adjoining Berkshire. To this fresh essay he has 
brought the power of lively description of the salient features of 
the country-side and the capacity for getting apposite news from 
divers country-folk with whom he has talked, which were merits 
of his earlier book. His independence in bestowing praise or 
blame, as circumstances demand, is not less evident ; and he is as 
quick to note asjbe is careful to record the lessons to be drawn 
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from failure or success. As his inspection coincided with the spring 
and summer of 1916 the disturbing or stimulating influence of 
the war on the acts and thoughts of those busied with" the culti- 
vation of the soil and the rearing of livestock can be discerned, 
while the experience of agricultural depression, although it had 
a marked sequel in changed methods and altered aims, was, 4t 
would seem, upcoming a dulled memory of a retreating past. We 
will quote a passage which we think is illustrative as a summary 
of much that Mr. Orr has occasion to infer, or to suggest, wHh 
regard to^the past history, the present state, and the future 
possibilities of Berkshire farming. “Farmers,” he says, “who 
have chafed at the exacting work connected with dairy farming 
have taken the opportunity of adopting or resuming the system of 
corn-growing with fattening cattle or sheep for livestock, although 
even this statement calls for qualification, since many have sold 
their flocks and reduced their system almost entirely to one of 
growing corn and hay. There are a few farmers, looking more 
to the future, who have maintained their herds and flocks in full 
numbers, and, very few who have increased them. They expect 
that some day soon the price of corn will fall, mixed farming will 
become necessary, and a demand will be made for cattle and 
sheep.” 

Taking notes in this instructive fashion, Mr. Orr travels 
through different districts of the county, and we congratulate him 
once again on a happy union of serious purpose with relieving 
touch in which, as we should judge, he equals or surpasses his 
predecessor in this particular area. Dr, Mavor, to whom he fre- 
quently refers. The Vale of the White Horse, the Downs, the 
Kennet Valley and East Berkshire are thus investigated. In the 
more general treatment^ which follows, of the “agricultural 
pdJHnership,’' of “estate management,” “farm management,” and 
labour,” he has, we suspect, found it difficult to break fresh 
ground. He repeats, or tries to develop and emphasise, much 
that he had hinted or advanced in the other ^®vey *, and, as there, 
so here the ideals fixed for landlord and for farmer are, perhaps 
rightly, high. Their attainment in fact is another question, 
though Mr. Orr is both shrewd and informed, JSut we are toler- 
ably sure that^his bold conception of the Tdle he would assign to 
Government in so guiding production as to prevent a discouraging 
fall of prices from following on too large supplies is more gran- 
diose and less practicable than the arrangement or preservation 
of the tariffs or the bounties of which he writes as apparently less 
satisfactory or trustworthy or lasting alternatives, A “balance 
No. 110.— von, xxvui. - o 



216 THE ECONOMIC JOURNAL [JUNE 

among all the branches of production in older to guard against 
injury to particular sets of producers and consequent detriment to 
air* is, he truly says, a “problem” not only “imperial” but 
” international.” It is indeed, in his own words, ” as compli- 
"cated and difficult as possible.” Yet he himself believes that “the 
task is not so hopeless.” “It is,” he adds, ” a splendid piece of 
work for Governments, this turning of such a fine and elaborate 
instrument.” But surely this may appear to prosaic common- 
sense not unlike the proverbial instances of “ambition o’erleap- 
ing itself.” The final technical chapters on soils, etc., asnn the 
Oxfordshire inquiry, are a necessary addendum carefully designed 
and successfully achieved. L. L. Price 


Forecasting the Yield and the Price of Cotton. By Henry 
Ludwell Moore, Professor of Political Economy in Columbia 
University. (New York : The Macmillan Company, 1917. 
Pp. vi + 173; 8vo.) 

In this monograph Professor Moore illustrates the application 
of the method of correlation to the prediction of the yield of 
cotton in the United States, and to the relation between yield and 
price. 

The former problem occupies the bulk of the volume. The 
nature and aim of the official crop-reporting service are first 
described. Eeports as to the ” condition ” of the crop are drawn, 
up at the end of each month, from May to September, the results 
being expressed as percentages of an imaginary “normal.” It 
is then assumed that the yield per acre of the current year will 
stand in the same ratio to the average yield of the five preceding 
years as the ‘ ‘ condition ’ ' of the given month in the current 
year to the average “ condition ” in the same month of the five, 
preceding years. The method can be tested by comparison with 
the actual yield as finally reported, and Professor Moore subjects 
it to this test for the twenty-five years 1890-1914. The results 
are interesting. (]) The May report is worse than useless : the 
correlation between prediction and fact is small and negative, 
(2) The June report is of little service : the correlation is small, 
only 0’292. (3) The July and August reports attain rather better 

results, correlations 0595 and O' 576 respectively, and the Sep- 
tember report the correlation 0‘686. There is thus a general, but 
not * unbroken , tendency to improvement ns the harvest is 
approached. But further, (4> the official method tends inherently 
to qpderestitpate the yield, and thus favour the producer by 
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putting up the price. These results are not happy for the ofl&cial 
method; having regard to the great importance of the cotton 
estimates, it is hoped that they will receive attention. It may be 
mentioned that there was a very full report on the correlations 
between American crop forecasts and the actual yields presented 
at the 1913 1 Vienna) meeting of the International Statistical 
Institute, which the reviewer can only cite from memory owing 
to absence from books and papers. The final volume of reports 
never reached members before the war, but Professor Moore 
would £nd this report of considerable interest for comparative pur- 
poses. 

The prediction of yield can also be effected from the weather 
with greater accuracy in general than from the Board’s crop re- 
ports. Taking into account temperature and rainfall, for example, 
and the crops in Texas, Georgia, Alabama and South Carolina, for 
all the States except Texas the forecast from the weather gives 
a more accurate prediction than can be obtained from the Bureau’s 
reports of one month later. It is to be hoped that work on these 
lines will be greatly extended. 

But the total yield is dependent on the acreage planted as well 
as on the yield per acre. The Bureau of Statistics does not 
publish an estimate of acreage until July 1st, and a faitly reliable 
estimate earlier in the year would be useful. Professor Moore 
points out that the acreage planted is largely dependent upon 
' the good or bad fortune of the cotton farmers in preceding years. 
The correlation of the percentage increase in acreage during the 
current year as compared with the preceding year,, with the in- 
crease in price for the preceding year on the year before, is 
4-0‘532 ; the correlation with the percentage change in total pro- 
duction for the preceding year on the year before is -0‘641. It 
is thus possible to predict acreage with as much accuracy as 
yield. 

Professor Moore’s note on prices is briefer. The correlation 
between the percentage change in price and the percentage change 
in production of cotton from year to year (1889-1913) is - 0*819. 
But this is a gross result, and it may be asked : What is the relation 
between the changes in the price of cotton and the changes in 
the amount demanded, when there are no changes in the pur- 
chasing power of money? This problem is approximately solved 
by the use of the method of multiple correlation, introducing as 
a third variable the Bureau of Labour’s Index Number for prices 
of all commodities. This gives the linear regression equation 

Xq = ~097xi + 1*60x2 + 711 
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between Xq, the percentage change in the price of cotton, an3 
Xi and the percentage changes in production and in the level 
of general prices respectively, the coefficient 'of double correlation 
being 0’859. The result is certainly interesting and useful, but 
^surely it leaves untouched Professor Edgeworth’s doubt “whether 
Jevons’s hope of constructing demand curves by statistics is cap- 
able of realisation”? The equation is an approximate, avel^ge, 
linear relation ; it does not bring out the real form of the demand 
curve. The section heading, “A Complete Solution of the Prob- 
lem,” claims a little too much. • 

G. U. Yule 


An Introduction to Statistical Methods: A textbook for college 
students, a manual for statisticians and business executives. 
By Horace SecrisT, Ph.D., Associate Professor of Economics 
and Statistics, North-Western University, Evanston, Illinois. 
(New York *. The Macmillan Company, 1917. Pp. xxi + 482 ; 
8vo. Price $2.) 

As indicated by the sub-title. Professor Secrist has endeavoured 
to furnish in this volume a textbook of statistical methods suited 
especially to the needs of students “ in colleges of business admin- 
istration ” and of the business man. Having regard to this aim, the 
treatment is wholly non-mathematical, not even the most 
elementary algebra being used. This limitation has the inevitable."* 
defect of its virtues, for a few symbols would at times greatly 
lighten the verbal,. not to say verbose, explanations. The field 
covered is correspondingly limited ; wage statistics and price index- 
numbers are dealt with in some ^detail; but vital statistics and 
their methods are practically excluded. 

To state the scope of the volume a little more fully, the 
author, after a short introduction on the purpose of statistical 
study, the meaning of statistics, and the relation of statistics to 
business and to government, describes the principal sources of 
statistical data and the methods of collection, and gives useful 
cautions as to their limitations and significance ; references and 
illustrations are naturally drawn from American data. A chapter 
follows on units of measurement, and wage statistics are then 
taken as a specific case, the difficulties of definition, the various 
sources and their respective defects, schedule forms, and so forth, 
beinf treated in detail Following chapters deal successively with 
tabulation (with some almost incredibly examples of bad tabula- 
tion, c.t|je references mercifully siipir&ed), diagrammatic presen- 



1918] SECEIST : lOTROPUCTION TO STAxfs^TCAL METHODS 219 

tation, graphic presentation, and averages (mean, median, and 
mode). There then follows a section on index-numbers, the first 
chapter dealing with the general principles, and the second, which 
should be very useful to the English student, with American price 
index-numbers. Concluding chapters deal briefly and in a simple 
elementary way with dispersion and skewness, and with correla- 
tion. 

The treatment is simple, but to the present writer at least 
seems at times to become lengtliy without becoming altogether"* 
clear, and a different arrangement could be at times preferable, e.g., 
full illustrations of forms of frequency distribution before the chap- 
ter on averages. The mode is not “ the characteristic which most 
frequently appears,” according to the original definition of Pro- 
fessor Pearson, who introduced the t ^rm; it is better to use some 
other word, e.g., predominant value, for the empirical mode. The 
remark : While variables are expressed as percentages, the base 
upon which they are computed is not a total, but the first, the last, 
or an average of the different variables. Of these alternatives the 
last, under certain conditions, is undoubtedly superior” (p. 225, 
my italics), is ambiguous ; the ‘‘ last-named ” is apparently meant. 
The section on the probable error (pp. 410-16) is likely to prove 
hopelessly confusing to the student, as the term is used both for 
the quartile deviation in an actual distribution (“ For a probability 
distribution the probable error is approximately two-thirds of the 
standard deviation ”) and for the probable error of sampling. 
Statements that the “ probable error ... is a means of testing the 
reliability of samples, provided that data approach the normal 
probability distribution,” or that ” the probable error is to be 
used only when distributions approach the normal probability 
form,” are incorrect ; the condition is that the distribution of the 
errors of sampling, not the original distribution, shall be normal. 
The use of the probable error in the case of small samples is 
limited because, inter alia, the assumption cannot then be made. 

The author deals well with the necessity for clearness in tabula- 
tion, but a few of his own tables might be improved in this 
respect. The heading of Table G, p. 216, is not clear asjespecxs 
the last two -columns (“ Less than” or “ More than” — ^which of 
the limits given on the left?), nor is Table A, p. 382, satisfactory 
(Why are the groups of years so arranged? Why 5, then 10, then 
5. years? Per cent, of what?). 

The entirely non-mathematical character of Professor Secrist’s 
work, and its discussion of such matters as tabulation and diagram- 
matic representation, will render it useful to the appropriate class 
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of student, and its description of American data should be of ser- 
vice to the English reader. The best features of the work are the 
cautions as to the necessity of the worker familiarising himself 
with the actual meaning and limitations of his data, and the treat- 
ment of graphics. Useful references to the literature are given at 
the end of each chapter. 

G. U Yule 


Postal Savings: An Historical and Critical Study of the Postal 
Savings Bank System of the United States, By Edwin W. 
Kemmerer, Professor of Economics and Finance, Princeton 
University. (Princeton : University Press. London : Hum- 
phrey Milford, Oxford University Press. 1917. Pp. iv + 176, 
8vo. Price 5$. 6d. net.) 

The United States Postal Savings Act was approved on the 
25th June, 191Q. In July, 1917, Professor Kemmerer “ integrated 
and revised ” two magazine articles upon the Act and its first 
six years of working. The book before us is the result. It is 
rather soon for a history of the system. The criticism goes no 
further than what might have been offered by the author himself 
in 1910. 

The almost unanimous opposition of the bankers to the passing 
of this Act is pitiful reading. In their view it was not called for. 
Its competition with bankers was compared to highway robbery. 
It would be a “ plunge into the frightful slough of socialism.” The 
circulating medium of the producing regions would be depleted and 
the money of the rural communities would “ leave home. ” to be 
swept into the speculative markets of Wall Street. Perhaps we 
like our bankers timid ; but we should not expect them in the 
twentieth century to be quite so ignorant of the long and identical 
experience of other countries. 

The panic of 1907 helped the movement in favour of a Postal 
Savings Bank. But the Act of 1910 testifies to the jealousy and 
the power of the banking interest. The word “ bank ” was not to 
be used in connection with the Postal Savings Depository Depart- 
ment or its Offices. The rate of interest allowed, nominally 2 per 
cent., is the lowest in the world, in a country where capital can 
always command a good return. In practice the rate works out 
at aJ>out only. No interest is paid for a fraction of a year. No 
one may deposit more than 100 dollars in one calendar month or 
500 dollars in all. Accumulated ^interest, like excess deposits, 
beat^ no interest . The critic of bureaucracy will note with a smile 



1918] 


kbmhbber: postal sayinos 


221 


that interest drawn out and deposited afresh as principal is purged 
of its disability. Accounts can only be operated upon at the offices 
where they are opened, and can be transferred only by closing down 
(at the loss of • accumulated interest) and by opening afresh at a 
new centre. Deposits must he invested pro rata with approved 
local banks. The facilities offered to the depositor are far below 
those in European countries. 

Already it is evident that the opponents of the Act imagined 
vain things. The monthly limitation has been abolished and the 
total enlarged to 1,000 dollars. The system, wiih all its imper- 
fections, is full of vitality. But unless the American citizen 
changes his characteristics he will not long remain content with a 
Postal Savings Depository System which is the least attractive 
and the most backward of its kind. 

Henry Higgs 



NOTES AND MEMORANDA 

Changes in Irish Exports during Twelve Years.^ 

The Statistical Branch of the Department of Agriculture and 
Technical Instruction for Ireland has been publishing now for 
twelve years an annual estimate of the “ Trade in Imports and 
Exjxjrts at Irish Ports.” I propose in this paper to examine the 
changes in the Exports of Ireland during the twelve years, 1904 
to 1915 inclusive, as revealed in these annual “ Reports/’ The 
Exports of Ireland are enumerated in the 1904 Report under 
322 distinct items ; in that of 1915 under 328. When analysing 
them I take the latest revised figures given in detail, and the 
328 items are reduced into 14 groups — my plan being to group 
together all items w^hich result from the one industry or employ- 
ment. Take, for example, the Exports of the year 1913 : their 
total value was then <^73,886,410 ; but 281 miscellaneous small 
items only account for £12,639,927 out of that total, while 47 
large items (grouped into thirteen main industries or employments) 
account for as much as £61,246,483. It is the fluctuations among 
these thirteen main employments that I wish to study. The 
separate items to be grouped together to get the total export for 
each employment were carefully studied, and must now be stated. 
(I give them here in the order of their importance as in 1915.) 

I. Linen (4 items): — 1. “Flax”; 2. “Linen Yarn”; 
3. “ Linen Goods ” ; 4. “ Thread ” ; [I omit “ Waste (Flax, Tow, 
and Hemp)”.] 

II. Cattle (6 items) : — 1. “ Fat Cattle” ; 2. “ Store Cattle” ; 
3. “ Milch Cows”; 4. “Springers”; 5.^ “Other Cattle”; 
6. “ Calves.” 

III. Poultry (3 items): — 1, “Eggs”; 2. “Poultry”; 
3. “ Feathers.” 

TV. Butter (5 items): — 1. “Butter”; 2. “Margarine”; 
3, “ Ohcese”; 4. “ Cream”; 5. “ Milk (not Condensed),” 

^ Abstract of a Paper read to the Statis^cal andJSocial Inquiry Society of 
on April teth, 8. 
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V. steam Vessels (1 item) : — ^Its value jumps when big ships 
happen to be launched, e,g., ^66, 703, 250 in 1914, £4,721,500 in 
1915. 

YI. Bacon (6 items) 1. “ Pork ” ; 2. Bacon’’ ; 3. Hams” : 
4. “Tripe”; 5. “ Meat, Preserved”; 6. “ Sausages.” [I omit 
“ Fats.”] 

VII. Brewing (3 items) : — 1. “ Ale and Beer ” ; 2. “ Porter ” ; 

3. “ Yeast.” . ^ 

VIII. Woollens (9 items) 1. “Wool Yarn” ; 2. “ Blankets” ; 
3. “ Carpets ” ; 4. “ Eoofing Felt ” ; 5. “ Woollen Goods ” ; 
6. “ Hosiery ” ; 7. “ Drapery and Haberdashery” ; 8. “ Hats” ; 
9. “ Apparel, unclassified.” 

IX. Cotton Goods (1 item) : — This probably represents the 
Shirt Industry. 

X. Sheep (3 items) 1. “ SJiecp ” ; 2. “ Lambs ” ; 3. “ Wool.” 

XI. Whisky (1 item) : — Called “ Home-made Spirits 
(Whisky, etc.).” 

XII. Pigs (2 items) 1. “ Swine, Fat” ; 2. “ Swine, Store.” 

XIII. Horses (3 items) :—l. “Stallions”; 2. “Mares”; 
3. “ Geldings.” 

XIV. Other Exports (281 items) : — This includes everything 
not enumerated in the above thirteen groups. There are but few 
large items — such as Tobacco, Biscuits and Confectionery, Pota- 
toes, Oats, Hides and Skins, Machinery unclassified, Hope Cordage 
and Twine, etc. : by “ large,” meaning of values approaching half 
a million sterling, or thereabouts. 

In a Table (below) I give the result of tins analysis hy 
" employments*^ of •the Exports' of Ireland for each of the twelve 
years 1904-1915. We there find how these different employments 
have fared during the period, and the results are remarkable. One 
would hardly expect in a short period like twelve years to find 
such changes in the relative importance of Irish industries, as are 
shown by the following comparison for three dates (Table I.). 

In this Table the ten-year period from 1904 to 1913 may be 
considered noimal ; but the rise in the figures from 1913 to 1915 
is interesting too, as showing how the inflation of prices during 
the war has affected different exporting industries. Table I. shows 
that Live Stock has not benefited from the inflation of war-time 
quite so much as the production from Irish industries. This fact 
is certainly an unexpected result of this analysis. 

However, it is the normal expansion of Irish exports, which 
had been in progress for the ten completed years prior to the out- 
break of the war, that seems to me the really significant fact 
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Table I. — Changes in Irish Exporting Industries. 
{The figures are Estimated Values^ sterling.) 


Order 

of 

Value. 

1904. 


1913. 

1915. 

I. 

Linen 

£ 

9,026,890 

Linen 

£ 

.. 16,672,208 

Linen 

£ 

17,762,884 

11. 

Cattle 

. 8,9fe,336 

Cattle ^ 

.. 16,464,468 

Cattle 

15,826,617 

III. 

Butter 

. 3,271,827 

Bacon 

.. 4,430,061 

Poidtry . . . 

6,223,906 

IV. 

Poultry . . 

. 2,887,772 

Poultry 

.. 4,048,088 

Butter . . . 

6,164,636 

V. 

Whisky .. 

2,343,496 

Butter 

.. 3,954,611 

Bacon 

6,686,009 

VI. 

Bacon 

. 2,205,657 

Steamers 

3,148,000 

Steamers * 

4,721,600 

VII. 

Brewing .. 

. 1,879,445 

Cotton 

Brewing ... 

2,817,640 

VIII. 

Sheep 

. 1,747,677 

Goods 

Brewing 

.. 2,722,350 
... 2,554,044 

Woollens... 

2,561,859 

IX. 

Pigs 

. 1,742,039 

Whisky 

... 2,008,600 

Cotton 


X. 

Steamers 

1,500,000 

Woollens 

1,852,554 

Goods ... 
Sheep 

2,619,523 

1,860,438 

XI. 

Cotton 


Sheep 

... 1,784,142 

Whisky ... 

1,869,977 

XII. 

Goods . . 

1 Horses . . 

. 1,320,802 

. 1,291,166 

Horses 

... 1,703,260 

1 

Pigs 

1,172,139 

XIII. 

Woollens.. 

989,832 

Pigs 

... 1,024,197 

Horses . . . 

1,121,520 

Total, above . . 

. 39,191,938 


61,246,483 


70,288,647 

Other Exports.. 

. 10,206,698 


12,639,927 

1 

14,174,761 

Total Exports . 

. 49,398,536 


73,886,410 

i 

1 

84,463,408 


1 Cattle exports — reduced to £8,236,868 (by the Larkin Strike at Dublin) 
during 1912 — were abnormally large in 1913. * Steamers in 1914, had been up 
to £6,703,250. 


which has to be analysed. It is the comparison of the year 1904 
with the year 1913 that reveals the direction in which this expan- 
sion has taken place. The total value of Irish Exports rose from 
£49,398,536 to £73,886,410, which is very nearly 50 per cent, of 
increase (49*57 percent.). Of the thirteen main exporting indus- 
tries of Ireland, eight are capitalised manufactures (viz., Linen, 
Woollens, Cotton Goods, Steamers, Brewing, Whisky, Bacon, 
and Butter), and five are Live Stock industries (viz., Cattle, 
Horses, Sheep, Pigs, and Poultry). The eight Manufactures have 
increased the total value of their exports from £22,537,949 to 
£37,242,328 : which is an increase in the ten years of 65*24 per 
9ent. Meanwhile, the five Live Stock industries have lifted the 
total value of their exports from £16,653,989 to £24,024,155 : 
which is a rise of 44*25 per cent. It is certain, therefore, that in 
its export trade Ireland is predominantly an industrial rather than 
an agricultural country ; and this surprising feature has become 
more ^ccenti|ated by the changes of the last ten or twelve years. 
If statistics could ever he regarded as sensational, certainly that is 
the se|3isa4iohal result of this statistical investigation. 
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What we are here considering is the export trade of Ireland : 
it is not quite the same thing as the productive industry of the 
country. For example, the Crops of Ireland do not make much 
showing among its Exports. Irish Crops are mostly consumed 
at home — they are exported in the form of Live Stock. It may 
appear to some minds, therefore, that Tillage Crops in Ireland 
are unimportant and that the Live Stock production is the main 
business of the Irish farmer. At the present moment, when 


Table II.— Analysis of Irish Exports for Each Year, 
1914 to 1915, Inclusive. 


Exporting Industry. 
(Order of 1913). 

1904. 

1905. 

1906. 

1907. 


£ 

£ 

£ 

£ 

I. — Linen 

9,026,890 

9,304,315 

11,037,604 

12,049,520 

11. — Cattle ... ... 

8,985,336 

8,928,253 

9,146,915 

10,419,430 

III. — Bacon 

2,205,657 

2,276,394 

2,421,367 

3,129,237 

IV.— Poultry 

2,887,772 

3,266,622 

3,511,915 

3,672,750 

V. — Butter 

3,271,827 

3,441,716 

3,688,343 

4,117,420 

VI. — Steamers 

1,500,000 

2,500,000 

2,900,000 

2,400,000 

VII. — Cotton Goods ...’ 

1,320,802 

1,268,085 

1,437,174 

1,628,828 

VIII. — Brewing 

1,879,445 

1,942,025 

2,126,400 

; 1,887,047 

IX.— Whisky 

2,343,496 

2,179,407 

2,139,587 

! 2,315,309 

X.— WooUens 

989,832 

1,012,823 

1,051,201 

1,202,320 

XL — Sheep 

1,747,677 

1,807,041 

1,866,M6 

1,879,223 

XII. — Horses 

1,291,165 

1,427,975 

1,578,005 

1,541,815 

XIII.— Pigs 

1,742,039 

1,272,091 ! 

1,478,105 

1,636,681 

Total (above) 

39,191,938 

40,626,647 

46,382,762 , 

47,879,580 

Other Exports 

10,206,598 

10,547,671 

9,215,835 

11,279,952 

Total Exports 

49,398,536 

51,174,318 

65,598,597 

1 

59,159,532 


Exporting Industry 
(Order of 1913). 

1908. 

1909. 

1910. 

1911. 


£ 

£ 

£ 

£ 

I. — Linen 

10,167,234 

13,796,903 

15,577,311 

14,952,140 

II. — Cattle 

10,935,197 

10,751,550 

11,454,285 

9,566,393 

III. — Bacon 

3,249,170 

3,588,235 

3,863,176 

3,654,066 

IV. — Poultry 

3,660,449 

3,753,465 

3,703,628 

3,826,074 

V. — Butter 

4,185,180 

3,836,476 

3,820,501 

3,929,540 

VI. — Steamers 

2,900,000 

2,175,000 

3,500,000 

4,450,000 

VII. — Cotton Goods ... 

1,468,947 

1,653,702 

2,086,437 

2,434,466 

VIII. — Brewing 

1,931,239 

1,938,977 

2,129,193 

2,200,592 

IX.— Wliisky 

2,299,964 

1,739,979 

2,045,300 

2,050,199 

X.— WooUens 

1,247,285 

1,347,768 i 

1,700,374 

1,679,411 

XI. — Sheep 

1,723,223 

2,104,339 

1,893,403 

1,659,781 

XII. — ^Horses 

1,347,225 

1,369,395 

1,492,015 

1,473,690 

XIII.~nPig8 

1,332,258 

. . 1 

1,451,605 

1,332,312 

1,331,928 

Total (above) 

46,347,371 

40,607,392 

54,597,935 

63,208,268 

Other Exports 

11,067,606 

11,636,763 1 

11,388,855 

11,999,773 

Total Exports 

57,414,977 

61,044,166 

65,986,790 

65,208,041 
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Table II — continued. 


Exporting Industry 
(Order of 1913). ♦ 

1912. 

1913. 

1914. 

1915. 

I. — Linen 

II.— Cattle 

III. — Bacon 

IV. — Poultry 

V. — Butter 

VI. — Steamers 

VII. — Cotton Goods ... 

VIII. — Brewing 

IX.— Whisky 

X. — ^Woollens 

XI. — Sheep 

XII. — ^Horses ; 

XIIL— Pigs i 

£ 

16,413,532 
8,236,868 
4,610,367 
4,007,693 
4,396,783 
3,361,500 
2,664,984 
2,379,855 
1,960,136 
1,837,376 
! 1,877,674 

1,627,040 

1 1,302,053 

£ 

16,572,208 

16,464,468 

4,430,061 

4,048,088 

3,964,611 

3,148,000 

2,722,350 

2,654,044 

2,008,500 

1,852,664 

1,784,142 

1,703,260 

1,024,197 

£ 

16,646,932 

14,345,161 

4,372,096 

4,487,326 

4,924,024 

6,703,260 

2,275,174 

2,756,363 

1,930,377 

1,947,709 

1,916,711 

1,431,045 

736,688 

£ 

17,762,884 

15,826,617 

5,686,009 

6,223,905 

6,164,636 

4,721,600 

2,619,623 

2,817,640 

1,869,977 

2,661,869 

1,860,438 

1,121,520 

1,172,139 

Total (above) ! 

Other Exports I 

64,624,860 

12,567,118 

61,246,483 

12,639,927 

64,371,866 

12,939,196 

70,288,647 

14,174,761 

Total Exports 

1 

67,181,978 

73,886,410 

.77,311,052 

84,463,408 


compulsory tillage of Irish farms is being enforced as a war-time 
necessity, it may be useful to point out that the popular notion, 
that of Live Stock being the principal source of wealth to the 
Irish farmer, is a popular delusion. Even when tillage was at 
its lowest in Ireland the new wealth produced by Crops was always 
greater than the new wealth produced by the Live Stock industry. 
Take the year 1908, for which the Output of Irish Agriculture 
was specially calculated for the Census of Production. This cal- 
culation showed, in round figures, that the Crops of Ireland in 
that year produced value for 30 millions sterling ; that 24 millions 
sterling was the value of those Crops which were fed to Live Stock 
on the farms — leaving 6 millions sterling for the “ Output as 
Cropsi merely. The same calculation showed that Live Stock pro- 
duced in that year value for 41 millions sterling, of which nearly 
1 million sterling was used on the farm, such as milk fed to calves, 
etc. — leaving 40 n^llions sterling for the “ Output ” as Live Stock 
merely. But 24 millions of Crops went to the producing of that 
Live Stock ; in other words, the Live Stock business added another 
16 millions sterling to this 24 millions sterling of Crops value. The 
figures for 1908, therefore, amount to this : that Tillage raised 
30 millions sterling of new value and the Live Stock business 
added another 16 millions of new value to that ; even in that 
year of low tillage, the new wealth produced by Crops was close 
on double the new wealth produced by Live Stock. That was 
the showing of the Census of Production in 1908.. 

« C. H. OLDHAWt 
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Exiracts from German PErxioDiCALs Relating to the War. 

The best means of helping war-disabled soldiers is the subject 
of two articles.in the Graphische Presse of March 15th and 22nd, 
Had the war been short, it is remarked, the kindness shown to 
men by their colleagues would have ensured that no wounded 
soldier was neglected ; but in course of time sympathy becomes 
l)lunled, and men have too many hardships and sorrows of their 
own to be able to feel, as they once did, for those of others. 
There is reason to fear that employers under pretext of charity 
will avail themselves of the presence in gieat numbers on the 
labour market of wounded soldiers in order to lower wages gener- 
ally. Associations are being formed under the auspices of the' 
trade unions to afford legal advice and other kinds of help to the 
disabled, 

A memorial addressed by the German National Association of 
Commercial Employees to the Germ an^' legislative bodies contains 
suggestions for increasing the numbers and improving the quality 
of the population. .The shrinkage of the birthrate should be 
combated by a grant of maternity aid.*' The war has made 
the grant of such aid a necessity. Without this grant many 
children would be lost to the country, since the wives of soldiers 
find the allowance made them by the State and the Commune 
insufficient to pay the costs attendant on confinement. The ad- 
vantages of this aid are so obvious that it ought certainly to be 
continued into the peace period. The fund from which the aid is 
given should be raised by contributions from each family, sup- 
plemented by additions from the State. Every female, so soon 
as she has reached the age of 16, should be compelled to con- 
tribute to this fund until she passes the age of child^^bearing. This 
contribution should be graduated according to income. The 
relief, too, is to be graduated according to income, and according 
to the number of children already in the family. If, besides the 
newborn child, there are no other children, maternity aid is to 
be granted when the yearly income is less than Mk. 3,000 (£120). 
For every fresh child the limit of income is raised by Mk.250. 
Families with more than Mk.5,000 yearly do not receive any aid. 
The maternity aid will be granted equally to unmarried mothers. 
The memorial also contains recommendations for the education 
of women which may thus be summarised : — The profession of 
wife and mother is to forni the central point of all the education 
and training of young women. All girls between 14 and 18 
years of age are to be compelled to attend a course of household 
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instruction at the continuation school. Professional instruction 
for gaining a livelihood is not to be obligatory, but voluntary, 
and no inducements are to be held out to ’ girls by authorities or 
public bodies to take this voluntary course. Families would be 
provided with suitable homes by regulations such as the follow- 
ing : — The Bundesrat should take steps to introduce without delay 
a system of Imperial Housing Insurance, in connection with the 
insurance of employees. The funds for this insurance shall be* 
raised by the obligatory contributions of unmarried insured per- 
sons and insured childless married couples, which contributions 
the employer shall share. Housing allowances shall be granted 
to insured persons on and after the birth of a third child, each 
.succeeding child entitling to an additional grant. The housing 
allowance may be transmuted into a capital sum for the object 
of acquiring a home. 

In the Norddeutsche Allgemeine Zeitung (April 10th) Dr. 
Schulte argues that emigration after the war— especially to coun- 
tries which have, been at Tvar with Germany — should be dis- 
couraged. Whereas through emigration the percentage of those 
requiring support at home compared with that of those who are 
able-bodied becomes less favourable, emigrants should be made 
liable for the expense that each has cost the State, and thus con- 
tribute towards supporting those left at home who are unable to 
work. The Government is also interested in seeing that pros- 
pective emigrants go to a suitable climate, so that they do not 
lose their health and return to their Fatherland only to be a 
burden to it. 

In the Konfektiondr (April 18th) it is maintained that Germany 
must demand a war indemnity in the shape of raw materials — 
from America in particular. Professor Wohltmann, manager of 
the Agricultural Institute at Halle University, after reviewing 
in detail the ix)ssibilities of various agricultural products from 
abroad, concludes ; — Germany, then, is faced by the danger of 
becoming ont5e again a more or less agrarian State, and can 
only be saved from that fate by a victorious peace, which would 
make it possible for her to draw the necessary raw materials in 
sufficient quantities from her own colonies and other overseas 
districts. 

In the Wirtschaftszeitung der Zentralmachte (March 22nd) 
Dr, Uetrecht argues that in view of the inevitable economic war 
it will be necessary for Germany to penetrate ” economically the 
countries accessible to her — the Balkans, Black Sea districts, Cau- 
casia, Persia. It will be necessary to create economic pioneers-^ 
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business men of all sorts — who will have every facility given them 
to go Eastwards and purchase raw materials ; they must be en- 
couraged and financed. Money must not be allowed to go over 
the Ehine to "Western countries. Under proper organisation the 
Black Sea States will furnish Germany with their surplus corn 
and cattle. Textiles, leather, ores, timber, oil can be imported 
and potash exported to the Balkans, the Ukraine, etc., instead of 
to America. The first essential for German trade prosperity is 
independence. 

The Pester Lloyd (April 18th) anti, ipates a great development 
of German trade with Eussia. The whole production of Eussian 
industries, as compared with peace time, has fallen to about 5 per 
cent. The production of raw materials and half-finished goods 
in the heavier industry has decreased to a minimum, for wdiich 
the shortage of coal is mainl}^ responsible. Sugar production has 
fallen from Pud 100 mill, to Pud 40 mill., and next year will 
hardly exceed Pud 20 mill. The chemical industry is almost at 
a standstill, and the once famous chocolate and confectionery 
are no longer made. .There is, in fact, a shortage of everything in 
Eussia, and it is necessary to make it possible for far more goods 
to be imported than heretofore. There is a dearth of coal, zinc, 
manganese, silicon, wolfram, leather, graphite, girders, rails, 
wire of all kinds, cement, bricks, belting, ropes, valuable lubri- 
cants, stuffing, packing, industrial materials, planes, milling 
machines, tools, files, hammers, pickaxes. Germany and Austria- 
Hungary are given a great and new field for exports, especially 
for agricultural implements, e,g., plough-shares, scythes, sickles, 
etc. 

In the Welthandel (April 15th) Dr. Weber, a functionary of 
the Imperial Economy Office, develops a scheme for creating 
economic offices for the various branches of industry which are 
to be formed from the representatives of trade, industry and 
handicrafts concerned. Their main task will be the rationing of 
the various business concerns when raw materials are given out 
and the distribution of the masses of supplies of all kinds set free 
by the military authorities, for it is of the utmost imp^^nce 
that delivery should be made to all works alike, that no prefer- 
ence should be shown to the larger concerns, and that 
those business establishments that have been closed dowi^ should 
be able to resume working as soon as possible. Assurances have 
already been given from official sources that trade will be com- 
pletely restored to its old activities. There is to be no notion of 
centralisation, but each individual will be free to make his 



230 


THE BOOKOMIO JOITBNAL 

! 

purchases himself. But at the same time, Dr. Weber argues, a 
certain measure of control is inevitable, having regard to the 
exchange and the urgency of the demand. It is essential that 
trade should be at liberty to make advance purchases in foreign 
countries so far as this is possible on credit. The Imperial 
Economy Office, says Dr. Weber, gives the assurance that in 
case it should be necessary later on to confiscate these advance 
purchases eveiy possible regard will be paid to the interests of 
the purchasers, and that they will be repaid in full the original 
outlay, together with all expenses, and will be given a bonus cor- 
responding to the risks they have incurred. 

Plutus for March 27th contains a severe criticism of a plan 
proposed by D. A. Schleimer for paying off the German war debt, 
the interest on which he reckons at Mk.5 milliards (£250 millions). 
A new War Debt Eedemption Office is to be empowered to buy 
back the war loans and to issue war debt loans, for use within the 
Empire, to the amount of the redeemable war loans. They will 
count as legal tender within the German Empire and Colonies. 
The war loans will be bought back with this new^ money. The 
previous holders can invest as they wish the capital returned to 
them in this legal ciuTency. The State then has no further in- 
terest to pay. The writer in Plutus estimates the annual charge 
of the debt plus pensions as Mk.l4 milliards (£700 millions), im- 
putes to Schleimer a confusion between capital and money, and 
concludes that the interest on the war debt must be paid in the 
traditional way. 


Official Papers 

Third Report of the Central Control Board {Liquor Traffic). 
[Cd. 8558.] 3d. The decrease in convictions for drunkenness, not 

only of men — which might have been attributed to the withdrawal of 
men foy J| lg Army — but also of women, testifies to the beneficial effect 
, which is reviewed in detail. 
al Report of the Registrar-General for Ireland. 
The marriage rate, 5T3 per 1,000 of population, 
the average of the decade 1906-1915. The birth- 
and the death-rate 16*46, were also each below 
average for the previous decade. 

Census^ of England and Wales. Vol. XIII. '‘Fertility of 
Marriage." [Cd. 8678.] 1917. As. The volume contains only 

tables, the interpretetiou of which is deferred till after the war. 
Tables relating to the Tradd of BMish India with the British 
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Empire and Foreign Countries , 1911-12 to 1^15-16. [Cd. 8910.] 
An abstract of the annual statements issued in India. 

Statistical Tables relating to Banks in India. (No. 461.) The 
third issue of the series. 

Final Report of the Committee on Commercial and Industrial 
Policy after the War. [Cd. 9035.] 9d. Recapitulating interim 

reports, the Committee make numerous recommendations, of which 
only a few compressed specimens can be noticed here. The present 
prohibition of imports from enemy countries should be continued for 
at least twelve months after the war. As to the supply of cotton 
and other materials, it is advisable that tLe Empire should be capable 
in an emergency of being self-sufficient. Aliens aie to be admitted 
to do business in this country (with some precautions). Combina- 
tions among manufacturers are approved of, and should be legalised. 
The control of capital issues should be relaxed after the war. 
Saving should be promoted by taxation of wasteful consumption. 
The income-tax requires to be reformed. “ Dumping must be 
prevented, possibly by measures like those enacted by Canada, and, 
recently, vhe United States. Alive to the importance of not dis- 
couraging British exports by increasing the cost of imported 
materials, the Committee would confine protection by means of 
Customs duties to (1) “ key or “ pivotal ’’ industries; and (2) some 
others essential to economic strength. Such protection^is not to be 
accorded until after a searching examination by a competent and 
independent authority ; for the constitution of which suggestions are 
offered. Preferential treatroent should be accorded to the Overseas 
Dominions and Possessions in respect of any Customs duties now* 
or hereafter to be imposed in the United Kingdom. Many of the 
conclusions are negative ; for instance, against an Imperial Develop- 
ment Board, an Imperial Bank of Industry, a comprehensive tariff 
scheme covering all imports, the metric system, and decimal coinage. 



Obituary — Lord Courtney of Penwith 

The Royal Economic Society has to lament the losS|^ 
its Vice-Presidents by the death of Lord Courtney | 

1918, in his eighty-sixth year. 

Bom at Penzance on July 6th, 1832, Leonard | 
became a scholar of St. John’s College, Cambrid^,^^ was 

Second Wrangler and bracketed equal with the Se3lwi|i^^ngler 
as Smith’s Prizeman in 1865, a Fellow of his Colleg^^n 1856, 
joined the staff of The Times, and sat for twenty-four years, from 
1876, in the House of Commons as Member for Liskeard until 1886, 
and then for the larger constituency of Bodmin in which Liskeard 
, No. 110.— VOL. xxvni. R "" 
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Ipiad beem merged* He waa in turn Under-Secretary for the Home 
Department, for the Colonies, Financial Secretary to the Treasury, 
and Deputy Speaker of the House of Commons, and was created 
a peer in 1913. 

This is not the place in which to discuss his political views and 
career, or his volume on The Working Constitution of the United 
Kingdom and its Outgrowths, 1901, but mention should be made 
of his services on the Royal Commissions on Labour, Indian Ex- 
penditure, the Amalgamation of the City and County of London, • 
Lighthouse Dues, and Gold , and Silver, on which his economic 
studies stood him in good stead. 

* In 1860 he published a pamphlet on Direct Taxation in which 
he severely criticised Babbage, G, W. Hemming, John Stuart 
Mill, and John Bright, and maintained that capitalisation of the 
value of property was the only just and practicable method of 
assessment for direct taxation. In 1868 he read a paper on the 
Finances of the United States, 1861-67, before the Royal Statis- 
tical Society, ot which he subsequently became President. For 
a brief interval (1872-75) he filled the Chair of Political Economy 
at University College, succeeding his friend Cairns, and preceding 
Jevons. He contributed the section on Finance to Mr. Hum- 
phry Ward’s Reign of Queen Victoria, 1887, and supported the 
cause of international bimetallism by speech and pen. His interest 
in economics was maintained to the end. The Political Economy 
Club had few more faithful members. Elected in 1869, he was 
the doyen of the Club at the time of his death. It is, perhaps, ' 
pardonable to quote from the diary of Henry Sidgwick under the 
date of March, 1885, “ Went up yesterday to the Political 
Economy Club. . . . Thorold Rogers knows a little and. thinks 
he knows all there is to be known. Courtney knows a good deal 
in his old-fashioned style and must be confirmed in his economic 
. orthodoxy by his justifiable consciousness of his superiority to 
almost everyone else there.” Of late years he intervened less 
frequently in discussion, but never failed to show the clear, logical, 
imparl^l and independent judgment which was one of his strong 
chars^ristics. 

H&se who knew Lord Courtne/ well loved and admired him 
most. Fito the frailties and follies of human nature he seemed 
immui^,j^||id with his unswerving devotion to the truth as he saw 
it he &ther suffered fools gladly nor allowed personal loyalty to 
bias his opinion. It was perhaps characteristic of a Philosophical 
Radip»l v^hq had known Babbage, and John Mill, apd Macaufey, 
and other infant prodigies of the Victorian age, that he asked 
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me in my twelfth year whether I had begun to study Political 
Economy — a question which ixade^me resolve to do so in later 
life. The charge of insularity which is (or was) levelled against 
the Englishman is intensified in the peninsularity of the natives 
of Cornwall. Lord Courtney was so devoted to his county that his 
nearest friend once interrupted us in a conversation with : “I 
know what you two are saying — ‘ I am a Cornishman. Thou art 
a Cornishman. He is not a Cornishman ! * ** Let his elegy be : 
The last great Cornishman is low. 

Lord Courtney m^tiried in April ,^1883, Miss Catherine Potter, 
a sister of Mrs. Sidney Webb. Lady Courtney’s interest in the 
dwellings of the poor and in other social problems contributed to 
make her an invaluable helpmeet to one whose fortitude shone 
the more under the affliction of partial blindness which he bore 
with the bravery of his friend Fawcett, and which he did not 
allow to prevent him from keeping abreast with the life of the 
day in literature, art, and politics. His funeral oration over 
Herbert Spencer might well be spoken anew of himself. Unlike 
Spencer, he had a saving sense of humour and a vein of tender- 
ness. He lived a full and fruitful and inspiring life. In a letter 
to me shortly before his death he described himself as “ a lagging 
veteran.*’ But the end, when it came, was all too sudden. We 
have lost a great-minded and great-hearted man. 

Henry Higgs 
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been elected to membership of the Royal 


The following have 
Economic Society : — 

Beltran, P. (t. 

Boag, H. 

Carter, S. 

Cravath, P. D. 

CroU, G. (life), 

Datta, S. 

Edmonds, J 
Edwards, J: P. 
Eybers, G. van W. 
Gay » Jules. 

Grant, J. C. 

Inouye, S. 

James, A, 

Johnson, Capt. G. B. 


Mookerjee, N. N.> 

National Bank of Commerce, 
New York. 

Nelson, C. H. 

Eushforth, P. V. (life). 
Seeger, L. 

Shields, B. F. 

Smallwood, E. C. 

Smith, A. D. 

Springer, L. 

Thompson, W. H.^N. 

Troy, M. P. 

Ward, J. S. M. 

Welch, H. J. 
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The following have been admitted to library membership;-— 

University College Library, Cork ; Forman Christian College 
Library, Lahore ; Ministry of Commerce Library, Paris. 


The Society’s Annual Meeting was held at 9, Adelphi Ter- 
race, at 2.80 p.in. on Wednesday, May 15th, the Treasurer, Mr. 
Alfred Hoare, being in the Chair. The accounts submitted for 
the year 1917 showed a surplus of income over expenditure amount- 
ing to £315 as compared with £365 in the previous year. The 
Secretary’s Eeport showed that fifty-two new Fellows were elected 
during the year against forty-three lost by death, resignation, or 
default, the number of Fellows and Tiibrary Members on Decem- 
ber 3l8t, 1917, being 799. 


The Industrial (War Inquiries) Branch of the Board of Trade 
is from henceforth to be merged in the new General Economic 
Department of the Board of Trade, except so far as statistical work 
is transferred to the Statistical Department of the Industrial (War 
Inquiries) Branch. Dr. Clapham is Deputy Director, and he has 
arranged to give the whole of his time to this and his other duties 
at the Board of Trade until the end of the war. Professor Pigou 
is also engaged for a large part of his time on special work in the 
same office. All economists will welcome the establishment at 
the Board of Trade of the General Economic Department, which 
has been placed in charge of Professor Chapman, who has resigned 
his Chair at the University of Manchester to take up his new 
duties. The new department was thus referred to in the official 
paper describing the reorganisation of the Board of Trade: — 
“ In addition to the above departments charged with dealing with 
special groups of subjects, a new and important section will be 
created under the title of ‘ General Economic Department ’ for 
the purpose of assisting the Permanent Secretary in relation to 
questions involving economic policy, especially those which, owing 
to their generality or novelty, extend beyond the sphere of any 
special department. In the near future it is certain that ques- 
tions of thi| nature, often of the greatest importance, will con- 
tinually arise and need careful watching and handling, especially 
in their eaxBer stages. The new section. will supply the necessary 
organisation for this purpose. It wip {mter alia) take over any 
(rf the duties bt the temporary ' Industrial (War Inquiries) Branch’ 
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of the Board of Trade which are not transferred to the Statistical 
Department. The section will have no executive functions but 
will be charged with the duty of systematically studying the 
general econonjic jwsition of the country and the problems arising 
therefrom.”' 


The Chancellor of the Exchequer announced on March 21st, 
1918, that he had ap{x>inted a Committee with the following terms 
of reference : — To inquire into and report uj'on : (1) the actiml 
increase since June, 1914, in the cost of living to the working 
classes, and (2) any counterbalancing factors (apart from increases 
of wages) which may have arisen under war conditions. The Com- 
mittee is constituted as follows: — Lord Sumner (Chairman), 
Professor Sir William Ashley, Professor A. L. Bowley, Mr. W. 
Coggan, Mrs Knowles, D.Litt., Mr. J. J. Mallon, Mrs. Pember 
Beeves, Mr. Newton E. Smith. Mr. J. S. Eagles (Latymer 
House, Piccadilly) is acting as secretary. The appointment of this 
Committee is in accordance with the Second Beport of the Select 
Committee on National Expenditure (ordered to be printed 
December 13th, 1917). That Beport devoted considerable atten- 
tion (§§ 16-33) to the relations between expenditurq and prices; 
expressed the opinion that ” the extent to which the cost of 
living has in fact increased does not appear to have been ascet- 
tained with any certainty ” ; and definitely recommended that an 
inquiry should be set on foot of the scope now indicated in the 
new Treasury Committee’s terms of reference. 


It was announced on April 3rd, 1918, that the Agricultural 
Wages Board had appointed a Committee to inquire into the 
financial results of farming and market gardening, and the cost 
of living as affecting rural workers, under present conditions. 
It consists of six members of the Wages Board ; — Sir Henry 
Bew (Chairman), Mr. George Dallas, Mr. F. W. Neame, Mr. 
C. S. Orwin, Mr. E. E. Bobbins, Mr. B. B. Walker; and of 
three co-opted members : — Professor Sir William Ashley, Mr. 
W. Gillies, Statistical Secretary to the Labour Party, Professor 
W. Somerville, Professor of Eural Economy, in the University of 
Oxford. 

Mr. A. W. Ashby and Captain Proby will act as joint secre- 
taries (Agricultural Wages Board, 80, Pall Mall, London, W.l). 
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Pbqmssoe SXE William Ashley writes: — “A decision hak 
recently been airked at by the University of Birmingham which 
may prove of considerable importance. It is to establish a new 
B.A. degree for students who desire to make a special study of 
Social and Political Science. Such students, having passed the 
intermediate examination will be allowed to select their second 
and third-year courses for the degree of B.A. so as to include as 
principal subjects (studied for two years) Moral, Social, and Polit- 
ical Philosophy and Economics. As subsidiary subjects (studied 
for one year) they must offer British Institutions and two of the 
following : — General European History, Methods of Statistics 
and Industrial Law (as one subject), English Literature, French, 
German, and the History of Education. The requirements for 
the degree have been planned so as to make it suitable for those 
who wish simply to fit themselves for the . duties of political life, 
and for an active share in local administration, ft is hoped, also, 
that the degree will be attractive to many of those who look for- 
ward to careers as teachers ; as a means of fitting themselves to 
give that instruction in the duties of citizenship which is sure to 
be called for in our schools when continuation courses have be- 
come compulsory. Moreover, the degree will be very suitable for 
those who wish to prepare themselves for ‘ social work ' of a pro- 
fessional character. Nothing could be more appropriate for those 
who hope to become factory inspectors, municipal ofiScials, welfare 
supervisors, Employment Exchange officers, and the like, than 
the B.A. in Social and Political Science, followed by a year of the 
practical training already organised by the University in connection 
with its Social Study Diploma.’’ 


The Society’s Correspondent in South Africa writes to the 
Editor as follows : — 

“ SiB, --^Everyone who attempts to deal with the economic 
future is bound to take into account the probable rate of interest : 
there is, perhaps, no single factor of so great importance. For 
instance, Mr. Bickerdike, in his instructive article on British 
agriculture, gives due weight to it. But sound as is his reaching, 
his conclusions — or anyone else’s — ^are liable to be entirely falsifi^ 
owing to the uncertainty of one premiss. He suggests tl^at a bad 
fBXCfhange situation will arise owing to excessive importarion, lead- 
ing to a long-continued high bank^ate, and a slump in tz^e. 

But it all depends on a fatotcn* tl^at is Bot so much economic as 
psychological; ' W^^ll the public continue to economise? At present 
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they are saving far more than before the war ; not enough, per- 
haps, but still it must be nearly three times ais much, in terms ' 
of money, to lend to the Government as they are doing. Instead 
of the estimated £ni400 of peace-time saving, there would now 
be at least £ml,000 if it were not being blown away in gha- 
powder. If after the war this rate of saving were maintained 
there would be abundance of floating capital, the shortage of 
ships, railway plant, and houses would soon be made up, and 
difficulties would disappear like magic. But if the rate of saving 
drops to the old level or below it, then the worst forecasts of bad 
trade and industrial troubles are likely to be verified. 

“ Of course, the situation will depend on the action of the 
whole world in this matter, but England, next to America, is still 
the most important country. What are the people likely to do? 
Living far away as T do I cannot even form an opinion. It would 
be most interfiling if some of your readers would discuss the 
point. The only contribution I can make is to say that in the 
unimportant Colony of South Africa prosperity is so great, on 
account of the w’ar, that accumulation is rapid, and the rate of 
interest rather lower than in England just now, and there seems 
no reason why this state of things should not continue for some 
time after the war. • 

E. A. Lehpbldt." 

Johannesburg, February, 1918. 


Economists, especially those who cultivate* the science of 
w^ealth for the sake of its bearing uponhumau walEare, have suffered 
a heavy loss by the death of Sidney Ball. We have unfortunately 
been unable to prepare an adequate description of Ball’s varied 
economic activities in time for insertion in the present number 
of the Economic Journal. We may at least recall gratefully his 
services to the Journal. The reviews with which*^he enriched 
our pages and those of the Economic Review form part of his 
claim to be remembered. In these critical writings he sometimes 
allows to appear, incidentally and unobtrusively, .views of his own 
more valuable than the opinions which he lucidly analyses. Thus, 
Sorer s doctrine of violence (reviewed 1916) seems rather futile ; 
while Ball’s criticism teaches a lessoti needed by economic contro- 
versialists that there may be a “ soul of goodness ” in tenets that 
are primA facie absurd. Blind defiance of economic reasoning was 
no part of the Socialism which Ball ardently advocated. Bather 
he agreed with Loria that “ Sociology can only exist and can 
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only atta>in to the dignity of an exact science by taking as it# 
point of departure the analysis of the economic fact.” As showing 
his appreciation of abstract reasoning, with some doubt as to its 
usefulness, or at least as to the utility of its last refinements, his 
rehiarkable review (in the Economic Review) of Professor Pigou’s 
Wealth and Welfare may be mentioned. Stimulating as w*ere 
Ball’s writings on economic topics, he exercised an even more 
useful influence as a teacher, and as the promoter of various 
institutions directed to the increase of social welfare. The first 
meeting for the formation of Toynbee Hall was held in Ball’s 
rooms ; likewise the first meeting for the formation of Barnett 
House. Buskin College, too, is much indebted to his fostering 
care. Most truly has the Chancellor of the University of Oxford 
written, in the course of an appreciative tribute to the memory 
of Sidney Ball : “ There was no good cause in the University with 
which he was not identified, no reasonable and Wt>eral aspiration 
which he did not labour to promote.” To cite another authorita- 
tive witness, one who enjoyed the friendship of Ball from under- 
graduate days, and now writes of his lost friend (in the Oxford 
Magazine, over the unmistakable initials ‘‘ L.E.P.”) : — “ The 
first years after his degree were spent almost entirely in arduous 
original study, both of metaphysics and of economics. Soon after 
he began his career as Fellow of St. John’s he felt the attractions 
of the Socialist movement, and his centre of gravity shifted some- 
what from the purely theoretic to the more practical speculation 
and thought. His wide study and observation of social life and 
problems convinced him of the weakness and dangers latent in 
much of our social structure ; also his deep human sympathies im- 
pelled him towards the main movements of educational philan- 
thropy.” 



RECENT PERIODICALS AND NEW BOOKS. 


Journal of the Royal Statistical Society, 

March, 1918. Urban Housing Problems, J. Calvert Spenslby. 
The decline in the rate of building and the cause thereof, the 
growth of population, the provision of housing after the war, and 
other aspects of the subject, are considered in the paper and 
the subsequent discussions. The War Statistics of Poland and 
Lithuania. * Geoffrey Drage. An exhaustive demographic 
study. Mathematical Representation of Statistics. Prof. P. Y. 
Edgeworth. A reply to criticisms. Wholesale Prices of Com-- 
modities. Editor of The Statist. The Sauerbeck index number 
for 1917 -was 174, relative to the period 1867-77. (The corre- 
sponding figure for each of the years 1912, 1913, 1914 was 85.) 

The Nineteenth Century. • 

March, 1918. Capital and General Progress. W, H. Mallock. 
With reference to Lord Leverhulme’s optimistic statements in 
The Observer of January 20th, 1918, reforms required for 
realising his hopes are proposed. The Past and Future of Rail- 
ways. J. H. Balfour-Browne. Eeferring to the evils of the 
competitive past, the writer advocates the purchase — but not 
the operation — of railways by the State. 

April, 1918. Coal, Iron, and the Domination of the World. 
J. Ellis Barker. The connection between the two minerals 
and domination is illustrated by statistics. Revival of 

Village Social Life. Viscountess Barrington. 

May. Britain's True Wealth and the Unimportance of War Debt. 
J. Ellis Barker. The riches of the British Empire are 
gigantic beyond all conceptions, and are absolutely unfathom- 
able.'’ Food Money. Frank Morris. Rationing the amount 
of money spent on food, rather than the amounts of each food, 
is advocated as affording among other advantages greater free- 
dom of choice, encouragement of production, Rnd discourage- 
ment of maximum prices. Co-partnership versus Labour Un- 
rest. Neville Priestley (Managing Director of the South 
Indian Railway Company), 


Contemporary Review. « 

March, 1918. A Levy on Capital after the Wat. F. W. Pethick 
Lawrence. The revenue required being at least £700,000,000, 
and the revenue obtainable from taxation at present rates, with- 
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out the excess profits tex, £420,000,000, the gap had best be 

* filled by a levy on capital of three classes: (1) Desired by the 
State for other reasons — e.g,^ perhaps railways; (2) held by the 
State for the sake of income — e.g,y trustee securities ; (3) accepted 
as security for ultimate payment in other ways. A suggested 
graduation from 1 per cent, to 11 per cent, would bring in about 
£900,000,000. To pay off the whole debt the percentages would 
have to be multiplied by seven. 

April, 1918. The Deficit Ahead. Sir Charles Mallet. A levy 
on capital would discourage saving, and, unless exceeding 10 
per cent., would only extinguish a fourth part of the debt. “ It 
might leave us with a 7s. 6d, income tax, and an uneasy feeling 
that it had not been worth while.” Sinn Fein and Labour in 
Ireland. Michael Macdonagh. 

The Fortnightly Review. 

April, 1918. Women and the Civil Service. Elizabeth S. 
Haldane. Agriculture after the War. E. Upson. .With 
special reference to discharged soldiers, small holdings are advo- 
cated on grounds of social welfare as well as economic progress. 

May. Profiteering. J. H. Balfour-Browne, K.C. The enterprise 
of the adventurer — well distinguished from interest and the 
wages of superintendence — is a requisite for production. Like 
copyright and patent laws, profits are necessary, but should 
be limited. 


Better Business (Dublin). 

February, 1918. Report of a Bacteriological Investigation of the City 
of Dublin Milk Supply. Dr. Houston. The greater part of the 
supply is found to fall short of a reasonable standard of purity. 
Farmers* Associations. J. E. Geoghbgan. Agricultural 
Traders. K. N. Tweedy. Hodgson Pratt and his Memorial. 
J, J. Dent. An account of the philanthropic co-operator and of 
the Society, which, in memory of Hodgson Pratt, provides for 
essay prizes, travelling scholarships, and like purposes. Labour 
Conditions in Dublin and the Coming Revolution. I. That 
the conditions are alarming is established by instances of 
budgets compiled by the Leo Guild in the spring of 1917 for 
families and women working independently, with reference to 
the cost of living. While £2 would be required for a married 
man with three children to live healthily, the average for four 
families of that size was only 30«. 8d, The average income of 
working women is appailitigly small. 

Indian Journal of Economics (Allahabad). 

January, 1918. The Art of Economic Development. Part I. 
H. Stanley Jevons. The Study of Rural Economics in South 
India. Gilbert Slater. The Relation between Interest and 
Discount. D. A. Barker. 

QmHeriy immal df Economics (Cambridge, Mass:); 

February, 1018. The FerUlker tho Stoteit. H. J. 

JffwsmJiK. f^e Oovcmment 6m the Nemyriwt Pspei Mmu- 



BECENT BEEiaBICALS AND NEW BOOKS 


241 


1918 ^ 

facturers. E. 0. Merchant. Our Large Change. The de- 
nomination of the currency. E. E. Aoobr. The Faunders, thi i 
MolderSf %nd the Moldirtg Machine. Maroarkt L. Stbcker. 
French Eailvmy War Finance. S. E. Howard. Labour Prob- 
lems in the United States during the War. L. B. Wehle. 

The American Economic Review (Cambridge, Mass.). 

March, 1918. State Market Commission of Gctlifornia. Carl 
Plehn. Price Maintenance. H. B. Tosdal. The Overdraft 
Evil. N. B. Whitney. Oovemment Control of the Wheat 
Trade in the United States. W. M. Duffus. Mandeville in 
the Twentieth Century. S. N. Fattens. The views of Prof. 
Seligman and others upon war finance are controverted. 

A Supplement to the Beview contains the Proceedings of the 
Thirteenth Annual Meeting of the American Economic Associa- 
tion (December, 1917). Among the subjects discussed thereat 
were taxes upon incomes and excess profits, the future of inter- 
national law, employment and the war, money and prices with 
reference to war finance (papers read by Prof. B. M. Anderson, 
who advocated price-fixing, and by Prof. Irving Fisher). 

Political Science Quarterly (New York). 

March, 1918. The War Revenue Act. E. B. A. Sej4IGMan. The 
Act of October 3rd, 1917, which added at a stroke over two and 
a half billions (£500,000,000) to the revenue, is examined and 
found to possess some removable defects along* with lasting 
advantages. 


Journal of Political Economy (Chicago). 

January, 1918. Economics and Modern Psychology . I. J. M. 
Clark. The Price Syf^tem and Social Policy. W. H. Hamil- 
ton. The Function of Economic Theory. C. E. Ayres. 
February, 1918. Export Trade Problems. W. Notz. The War*8 
Effect on English Trade Unions. O. Tead. Economics and 
Modem Psychology. II. J. M. Clark. The Economic 
Function of Common Law. Homer Hoyt. 

March. The Place of Value Theory in Economics. W. H. Hamil- 
ton. Th^ Waiting Period in American Compensation Acts. 
I. M. Bubinow. Mechanical Evolution and Changing Labour 
Types. C. Beitell. The Transcontinental Rate Structure. 
Paul D. Converse. 

The Annals of the American Academy of Political and Social 
' ^ Science (Philadelphia) . - - 

March, 1918. This number is devoted to War Adjustments in. Rail- 
road Regulation. 

Bureau of Labour Statistics (Washington). 

Among recent publications may be noticed Wages and Hours of 
Labour in the Iron and Steel Industry (October, 1917), Retail 
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Priced from 1907 to December, 1916 (November, 1917), and m 
corres|)ondir|g volume on Wholesale Prices. Tbe Monthly 
Review continues to form a useful guide and companion to the 
publications of the Bureau. 


Journal des Economistes (Paris). 

January, 1918. Le Marche Douanier en 1917. A. Eaffalovich. 
Les nouvelles dispositions hudgetaires pour 1918. E. Falck. 
Les Caisses d'Epargne et la Otierre. G. de Nouvron. 
February. U Annie economique et financier e en Autriche. A. 
Eaffalovich. L'Industrie textile frangaise 'pendant la Guerre. 
A. Pawlowski. Le nationalisme economique en Espagne. 
R. Marvaud. 

March. La Banqiie d* Angleterre . A. Eaffalovich. Le 
Budget des Services Civils de VExercice 1918. E. Falck. 
La Concurrence Internationale et la Guerre. Fernand-Facq. 
April. Projets de reorganization economique de la France. Yves 
Guyot. Le prochain Budget hritannique^ 1918. W. M. J. 
Williams. L'enquete parlementaire sur les depenses puhliques 
en Angleterre. A. Eaffalovich. 


' U Economiste Frangais (Paris). 

M, Edouard Payen continues his interesting seridb of studies on 
important articles of commerce. Those recently noticed" present 
in general the common attribute of rise in price and shortage of 
supply. For instance, the European supply of raw silk has 
fallen off since 1915, while the price has been more than doubled. 
To that rise there contribute the cost of transportation and the 
distraction of foreign exchanges — a variety of factors not 
encouraging to those who think it a simple matter to fix prices 
by decree. The high price w^ould probably have checked the 
demand for silk, but that it has been wanted as a substitute for 
wool and cotton. The price of cotton, too, is about double what 
it was before the war. The author does not connect the general 
rise of prices with conditions affecting the supply of money. He 
simply records that the production of gold, wl^ph reached its 
highest point, in value about £94,000,000, was less in 
1917 by more than two million ounces. Among other metals 
may be mentioned platinum, of which the price has more than 
doubled since 1914. In the use of the metal for ornament, the 
high price has acted rather as a spur than a check to consump- 
tion, owing to the kind of snobisme ” which prefers expensive 
jewellery. The troubles of Russia have greatly restricted the 
production of platinum . The supply of manganese, so important 
in the manufacture of steel, is, fortunately, more diversified. 
The record in respect of high prices seems to beloi:]^g to paper, 
f land the materials from which it is made. Recent prices for 
fen d^irent kinds of paper in France—papfer de journal, papier 
4 etc.— compared with mean prices before the war, show 

QXk m (the median) a ri8e,,o| 500 per cwt. The price of 

printing ^per m England has trebled. 
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Le Musee Social (Paris). 

January, 1918. La guerre et la repopulation. J. Courmont. The 
retardation of the French poptdation in comparison with other 
nations is exhibited statistically; and the ‘ science of pueri- 
culture ” is* prescribed among remedies. 

De Economist (La Hague). 

February and March, 1918. These numbers are largely concerned 
with monetary questions. The views of Dr. Vbrrijn Stuart 
concerning the future of gold expressed in a recent discourse 
are summarised by Dr. H. Bordbwijk. Dr. Vbrrijn Stuart 
himself contributes an elaborate appreciation of the new theory 
of njoney contained in Liefmann*s Oeld und Gold, approving 
that author’s dissent from the quantity theory, and some but 
not all of his other views. G. M. Boissevain also contributes 
an article on the theory of money. 

Jahrhiicher Jlir N atiojialckonomie and Statistik (Jena). 

January, 1918. Die soziale Theorie der Verteilung und des Wertes. 
I. K. Stolzmann. Eeferring specially to M. Tugan-Baranowsky's 
Thcoiie der Verteilung (1913) and Liefmann’s W irtschaftlehre 
(1917). Die offontliche Ernahruyigsioirtschaft. Dr. Willy 
Krebs. 

February. Die Soziale Theorie, II. li. Stolzmann. Die Kriegsan- 
leihen DeuUchlands and Oesterreich-Ungarns , II. H. Ko?pe. 

• 

' Giornale degli Economisti (Rome). 

February, 1918. Teoria delV ammortamento delV Unposte. B. 
Griziotti. I prohlemi economici del dopo-guerra in Sardegna. 
M. ViNBLLI. 

March. Iju reazionc contra il militarismo economico in Germania. 
C. Bresciani-Turroni. Riforma monetaria di gnerra. B. 
Sterponi. ^ 

La Riforma Sociale (Turin). 

January and February, 1918; “ Gid che non si vede ” del costo 

della guerra. G. Prato. The arguments of the paper read 
before the Turin Academy of Sciences, which is summarised in 
The Economic Journal for 1917, p. 585, recur here. Gorso dei 
Gambi, Sbilancio Gommerciale e Circulazione Gartacea. 


NEW BOOKS. 


English. 

D’Acosta (Uriel). ‘ Peace Problems in Economics and Finance. 
London: Qputledge. Pp. xvi4-165.'*' 28. 6d. net. 

Alcohol : Its Action on the Human Organism. London : Stationery 
Office. 2s. 6d. net. 

[This impartial inquiry shows that we know very little as to the effect 
on the human organism of alcoholic drinks taken in moderate quantities and of 
usual strength.] 
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Bentinck (liO»D Hbnsx). Industrial Fatigue. London: King^ 
1918. Pp. 48. . 

(Tbe observations obtained by the Committee ' on the Health of Muhition 
Workers as to tl^ relation between hours of work and output, together with " 
some mTliet experiences, are lucidly presented.] 

Carteb (Rev. Henry). The Control of the Drink Trade. A Con- 
tribution to National Efficiency. With a Preface by l^ord D'Abemon. 
London: Longmans. 1918. ?«. 6d. net. 

[A description and favourable estimate of the action of the Central Control 
Board.} 

Chapman (S. J.). Labour and Capital after the War. A series 
of essays (by several writers). Edited by S. J. Chapman. London: 
Murray, 1918. Pp. 280. 

[To be reviewed.] 

Cities Committee of the Sociological Society. Papers for the 
Present. (1) The Modem Midas. (2) The Banker's Part in Re- 
construction. London; Headley. Pp. 16 and 36. 6d. (each paper). 

[The outcome of a Committee whose purposes are, inter alia, to “raii^ the 
life*standard of the people and the thought*standard of schools and universi- 
ties ; to regulate “the present unacknowledged . use of public credit by 
bankers,” and subordinate it to “the new communitary uses ’ , to make “indi- 
viduals more socialised and communities more individualised.”] 

Evans (Richardson). The Conditions of Social Well-being Con- 
sidered in the Light of the War. Wimbledon : Trim. 1917. Pp. 46. 

Forrest (Rev. J. R. C.), The Agricultural Labourer and the 
Minimum Wage. With a preface by the Bishop of Oxford. Re- 
printed from ‘'The Commonwealth." Tvetchwoi^:.. --Wardwm 
Pp. 15. 

[A claim for an increase of the present minimum wage, 259,, Hie inadequacy 
of which, at present prices, is shown by a family budget which the writer has 
verified.] 

Jennings (H, J.). The Coming Economic Crisis. London :• 
Hutchinson. Pp. 136. Ss. 6d. net. 

[Reproduced in part from the Quarterly Review and other periodicals.] 

Macara, (Sir Charles). Capital and Labour. Ashton-under- 
Lyne : Cotton Factory Times. Pp. 12. 

[A series of articles on Conscription of Wealth, Industrial Reconstruction, 
etc. Reviewed above.] 

New Towns after the War. An Argument for Garden Cities. 
By New Townsmen. London : Dent. 1918. Pp. 84. 

Radford (George). Our Daily Bread. London : Constable. 
Pp. 127. 

[By the Editor of Our Land.'] 

Robertson (Right Hon. J. M., M.P.). The Economics of Pro- 
gress. London: Fisher Unwin. Pp. 298. 

[To be reviewed.] 

UilwiN (George). Finance and Trade under Edward III. Man- 
chester : University Press. 191^. Pp. 360. 

; [To be reviewed.] 

* VfAhnM (CECin). The Great Debenture, or the Passing of 
Natibnai Unrest. Glasgow: Maclure. 1918. Fp. 71. liJ. 2d. net. 

iA uaUeeHau ul papm deahug wltk ^-urdiuatiou ol economic lactore and 
kidared topics.! 
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ZiMMERN (A, E.)* The Economic Weapon in the War against 
Germany. London: Al}en and Unwin. 1918. Pp. 20. ^ 

[From evidence as to the state of eiege to which Germany has been subjected 
#it is concluded that the economic weapon is the most powerful in the armoury 
of the Allies.] * 

American, 

Babcock (Major-General G.). The Taylor System in Franklin 
Management. Application and Eesults. New York. 1918. Engin- 
eering Magazine Co. $8. ^ 

Cumberland (W, W.). Co-operative Marketing. Princeton : 

University Press. 1917. Pp. 226. 

Economics, Teaching of, in Harvard University. Report pre- 
sented by the division of education at the request of the Department 
of Economics. Cambridge, Mass. : University Press. 1917. 
Pp. 248. 

Gilbreth (Frank B. and L. M.). Applied Motion Study. A 
collection of papers on the efficient method to industrial prepared- 
ness. London: Routledge. 1918. Pp. xvm + 220. 68. net. 

Kemmerer (E. W.). Postal Savings. An historical and critical 
study of the postal saving bank system of the United States. 
Princeton : University- Press. (London : Oxford University Press.) 

1917. Pp. 176. 5s. '6d. net. 

Lutz Lr). The State Tax Commission of the development 
and Results of State Control over the Assessment of Property for 
Taxation. (Harvard Economic Studies, Vol. XVII.) Cambridge: 
Harvard University Press: (London : Oxford University Press.) 

1918. Pp. viii + 673, $2.75 net. 

[A painstaking account of the various efforts made to obtain better State 
control over assessipents for taxation.] 

* Morimoto (Kokichi). The Standard of Living in^Japan. (Johns 
Hopkins University Studies.) Baltimore : Johns Hopkins Press, 
1918. Pp. 150. $1.25. 

[An entertaining study on income and expenditure; the minimum required 
(a) for existence, and (h) for efficiency, European compared wilii Japanese dress 
as to cost and comfort, and so forth.] 

Pitman (F. W.). The Development of the British West Indies, 
1700-1763. (Yale Historical Publications, Studies, Vol. IV.) New 
Haven: Yale University Press. (London; Oxford University Press.) 
1917. Pp. 495. 108 . 6d. net. 


French. 

Gide (Charles). Projets d*Entente Financi^re apr^s la Guerre. 
(Extrait de la Revue d’Economie Polifique, 1918.) Paris: Libraire 
Sirey. 1918. Pp. 16. 

[The project of pooling the expenses of the war amon^ the members of the 
Entente in the proportions of their national income is dismissed as ^^xpecting 
too much from ** Uncle Sam,” whose contribution would thus be doubled. There 
is more to say lor the scheme of a great international loan for the purpose of 
liquidating the expenses of the war. Almut half the pamphlet is devoted to the 
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reftitatiori of fanciful schemes for extinguishing debt by enormous emissions of 
paper money. A more modest suggestion; a “minimal solution/’ would be to 
give international currency to notes issued by the great banks in different 
countries or a new paper issued by a consortium of these banks.] 


German. 

Hahn (Dr. A. von der). Kriegs- zur Frieclenswahnmg. Tubin- 
gen : Mohr. 1918. Pp. 6|. 

[This is a supplement (ErgotmungsKcft XZF) to the Archiv fur Sozialwissen- 
schoft, dealing with effect of the transition from war to peace on the value of 
gold and other moneys.] 


Italian, 

Abate (E.). La diversificazione tributaria e Fimposta sul reddito 
con prefazione di L. Einaudi. 

Garelli (A.), II concetto di reddito nella scienza. finanziai ia. 
Milano: Society Editrice Libraria. 1917. 

Valenti (G.). Principii di Scienza Fconomica. Vol. II. S® 
Edizione. Firenze: Barbera, 1918. 
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SOME ASPECTS OF THE PROPOSED CAPITAL LEVY. 

On a recent occasion (Economic Problems of Peace after War, 
Second Series, pp. 56-86) an effort was made to estimate the 
bal9.nce of advantage of various schemes for an extensive cancel- 
lation of the National Debt in so far as these had been developed 
up to the beginning of the present year. It is evident that some 
of the demerits and some of the merits of any given scheme were 
peculiar to that scheme, while others might be conceived to apply 
to any special tax which was designed to reduce the whole or a 
large part of the debt. In the present investigation an attempt 
will be made to deal with the general question. This is an inquiry 
tyhich is subject to special difficulties, since most proposed taxes 
depend as much, if not more, upon the manner in which general 
principles are applied as upon the principles themselves. 

The great argument for redemption of a vast war debt still 
remains Ricardo’s plea for a ** ransom,” in the sense that such a 
debt entails a charge upon income in the future until it is re- 
deemed, and there seems to be little object in delaying repay- 
ment. It is true that, subsequently, Ricardo annexed a governing 
condition, namely, that the country which contemplates an ex- 
tinction of debt must be “ resolutely determined” not to have 
recourse to future borrowing. If this condition is valid it is 
difficult to see how it can be satisfied, since no Act of Parliament 
can bind its successors. Indeed, under modern conditions it may 
be doubted if the observance of this condition wpuld be wise. 
Ricardo seems to have contemplated.the cancellation of war debt 
by means of a general contribution not only in order to free the 
nation from that debt, but also to prevent in the future the forma- 
tion of a new unproductive debt. But, when war mobilises the 
larger pturt of the manuf^turing resources of the country, a nation 
which bound itself by a self-denying ordinance of this kind, (if that 
were possible) would be likely to prejudice its powers of defence, 

No. 111.— VOL. xxvni. • ® 
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and that, too, in all probability even more in the future than at 
the present time. Thus the permanent extinction of war debt, 
which Eicardo had in view, is only possible under conditions of a 
perpetual peace. 

The reference to Eicardo ’s views is no idle antiquarianism. 
On the contrary, he is quoted because he envisages a summary 
redemption of war debt in a more virile spirit than most of the 
modern writers who lean towards this method. He never con- 
templated half-measures : with him it was a matter either of ‘‘ all 
or none.” And there is little doubt that the logic of the situation 
admits of only two alternatives, namely : on the one side a com- 
plete redemption and on the other a sinking fund, spread over 
years, and obtained from the ordinary Budget. All schemes 
which aim at a special contribution to discharge some fraction of 
the debt (such as two-thirds, a half, or a quarter) manifest all the 
futility of an ineffective compromise. Also the nature of the con- 
tribution is no less clearly defined by the circumstances. The 
alternatives here are between levying upon the source of income 
for the contribution or upon income for the service of the debt — 
in each case above the minimum appropriate to either situation. 
As regards the former, the Levy ought to apply to the source of all 
income, both actual and potential, above the minimum i^reed 
upon. If the term “ Levy upon Capital ” be used, then it is to 
be understood as applicable, not only to material capital, but 
also to immaterial capital, as well as to what is sometimes called 
consumers’ capital, such as furniture, clothes, jewellery, etc. The 
position of incomes obtained by personal exertions occasions no 
little difficulty. It is by no means easy to devise a Levy which 
would apply to them, and it would turn out in the end. not to 
be a real Levy but a system of payment by instalments, that is, 
in effect, an extra income-tax upon earned incomes. It follows 
that, as far as these incomes are concerned, the proposed policy 
reduces itself to an accelerated redemption of debt by means of 
what is virtually an increased income-tax. On the other 
hand, if incomes from personal exertions were exempted 
from the scheme on the ground of the difficulty of assess- 
ing and collecting the instalments, it would suffer 
greatly in equity and to a* less degree in productiveness. If 
Charlie Chaplin resided in this country and continued to earn the 
striking salary with which he is credited by means of his no doubt 
conaiderable personal exertions, it would be felt to be palpably 
unjust that auch an income should be liberated from contributing 
|o the %ecial redemption of d^t, while trust funds of moderate 
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amounts were made liable. The difficulty of assessment and collec- 
tion in this special case is very considerable. If the State compro- 
mises by taking an extra inconi%tiax on those earned incomes (in- 
cluding wages} which were decided to be subject to it, there would 
be a certain loss in the productivity of this part of the Levy, since 
this duty, added to the tax remaining after the Levy would have 
been made, inig[ht be sufficiently high to check the increase in 
incomes of the larger amounts. On the other hand, if the earning 
power of a man’s brain or artistic faculty be computed actuarily, 
and the su®a so arrived at be divided into a number of annual pay- 
ments, then it is difficult to see how the estimate could be realised. 
Many would die before their expectation of life had been reached, 
while others would earn much less than the valuation made. It 
would follow that in these cases instalments could not be obtained, 
and it would occasion great discontent if otheis, who had succeeded 
beyond their valuation, had their quotas subsequently increased. 
These difficulties are great, though not insuperable, but the main 
point at the moment is that if there is to be a great redemption of 
war debt (which should in principle apply to the whole of it, for 
which this country must provide the interest) the balance both 
of equity and productiveness points tc the inclusion of immaterial 
capital in the Levy; while, in this particular case,* the Levy in 
fact becomes a special income-tax. As applied to land and many 
of the smaller incorporated businesses, a similar transformation of 
the Levy would probably be necessary ; so that in these instances 
the device of a Levy breaks down, and the impost becomes a 
special income-tax assigned to the redemption of debt. 

It is not a little surprising, though in one sense possibly a sign 
of the times, that in most discussions of this question one of the 
most fundamental issues is altogether overlooked. The scheme 
proposed should be regarded from its effect upon public expendi- 
ture. It ^S?Tong been a commonplace in treatises upon public 
finance that war iavolves extravagance. It is probable that no 
nation has ever been fully prepared for all the surprises of long- 
continued hostilities upon a great scale, and hence various types 
of military supplies have to be procured at the shortest possible 
notice. This is not conducive to economy, and the' pressure of the 
times leads to a relaxing of the usual safeguards against public ex- 
travagance. Already there is sufficient information to show that 
our management of the present war has been no exception to this 
rule, and it is to be feared that only a part of the waste and avoid- 
able loss has been disclosed. But the infection of extravagance 
is not confined to those departments most closely connected with 

s 2 
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the conduct of hostilities. It extends and touches many branches 
of the public serrice. In the ..years following the declaration of 
^ace the usual corrective com^j|*« daie desire of taxpayers to 
Icduce the burden of taxation 'iSpi the war leaves behind it. 
They are compelled ^ adopt this iMurse^hen the pressure is felt 
more keenly after the cessaticm (rf^ilHill^enditure, and perhaps 
when trade is dull or even depressed. Even und«||heie circum- 
stances the restoration of.jjKX)n^D^«^ pinly 'obtaiiliHp ahe^ a con- 
siderable period and with>,.^'^^^pfe"^^i^vl. Tli^re can be no 
question that the reductio^of ^^lll^ilfe^Mkgancd ^not only 
desirable but necessary ; and it can be seen, both in principle and 
from past experience, how it is enforced under a system of taxation 
for the payment of interest and sinking fund upon the war debt. 
It is, indeed, only then that the people realise, in the case of a 
T^ar largely financed by loans, what its material cost has been. 
This being so, it is not unnatural to inquire whether the adoption 
of a Capital Levy would have the same effect. As far as it is 
possible to forecast the consequences in this respect, it may well 
be doubted whether a sudden unique contribution, payable for the 
most part at one time, would be as effective in compelling economy 
as the steady pressure of a high rate of taxation over a long period. 
The driving power of such part of the Levy as might be payable 
in instalments would be comparatively limited. New incomes, 
made by those who did not contribute to the Levy, would neces- 
sarily not have felt it. Even those who had paid their contribu- 
tions, while they would no doubt feel the diminution of their 
nominal capital intensely at the time, would not have the same 
incentive to exert themselves in controlling expenditure, since 
they would judge that no such efforts would restore to them the 
capital which they had been compelled to surrender. In extreme 
circumstances the advocates of extravagance would always have a 
half-formed idea that in case of necessity anothur^tvy might 
be made. It has happened only too often that “ the special and 
unique occasion” of one Government becomes the habit of its 
successors, if it seems to be the line of least resistance. “ Special 
occasions” lead inevitably to special pleading, and exceptions 
tend to become the rule. As Mr. David Hannay has said very 
neatly in this connection : “ There have been women who never 
had an affair of gallantry. There never was a woman who had 
only one.” 

I may, perhaps, ^ pardtmed for insisting upon this aspect of the 
situtflmn, iWcanse it seems to me that, contrary to the general 
(^nion, the g^seat post-war financial problem will not be distribu- 
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tion of taxation nor the prodnctiv^ess of revenue, but the discipline 
ing of expenditure in orde^teMttj|ce results, adequate to the outlay, 
an aim which seems unfortt^BBR^ to have been lost in the limbb' 
of forgotten things. I&il tO i^ee how, fiVl^or ten years after a 
complete Capital Levyjp®^^ made, there would be the same 
steady pi^ssim, toward eco|yotoy, as if at that time there was 
still a com^i^|fcrely tap.tion to be borne. Very 

large numberi^df not have contributed to 

the Levjr^a^y stfwered lightly from war taxa- 

tion sincCdiiring that time their real earnings (after deducting 
the increased taxes they bore during war) will have been higher 
than before. Others will be making increased incomes through 
post-war activity. Even those who contributed to the Levy will 
have learnt by this time to acquiesce in what seems to them an 
evil that cannot be remedied. 

At this point the main thread of the argument may be broken 
for a monient in order to consider how the foregoing line of 
thought would be modified, if instead of the Levy being logical 
in paying the whole debt as defined, it was illogical in redeeming 
only a part of it. In the latter case there would be a scale of 
taxation intermediate between that required if there had been no 
Levy and what it might be conceived to be if there had been a Levy 
which would have sufficed to redeem all the war debt. In that 
event taxation ought not to be as high as if the redemption of 
debt were dependent on the normal sinking fund, but it would 
be sufficiently high to exert some influence towards economy, 
though necessarily not to as great a degree as if ^there had been 
no exceptional redemption. This seems to be the only economic 
argument for a partial cancellation of debt, but it is unfortunate 
that, to the precise extent it is relied upon, it injtires the main 
contentiont"%hich support the principle of a Levy. That argu^ 
ment must insist that a special contribution for this particular 
purpose constitutes a tax different in kind from all others. This 
can be advanced with some plausibility when the redemption is to 
be complete, but it fails if that redemption is to be only partial. 
In some respects the latter proposal resembles an exhortation to 
someone to make a supreme heroic effort to jump a chasm — and 
then telling him to check his leap half way ! 

An objection may at once occur to the reader. “ How,*’ it 
may be asked, “ can it be maintained seriously that the redemption 
of all the war debt would promote governmental extravagance? 
If no debt is redeemed except by a small annual sinking fund, it 
is surely a gross fallacy to suppose that the consequent high 
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taxation will force economy ; aioce, of the revenue which must 
be raised under those conditions, a large part will consist of funds 
required for service of the debt' which cannot be altered by any 
economy on the part of the Government.” The objection, I con- 
ceive, is correctly stated, except in so far as it altogether fails 
to envisage what is implied in the situation which would follow 
a thorough-going application of a Levy. In that case taxation 
could be very greatly reduced. To make the situation definite, 
it is necessary to form some picture of what taxation might then 
be expected to be. We cannot tell what the new necessary ex- 
penditure on Civil Government and Pensions would be, and there 
is complete uncertainty as to what will be required for purposes 
of defence. If it be assumed for purposes of illustration that the 
outlay under these heads might be about 300 millions, then, when 
it is kept in view that income-tax on war loans would have dis- 
appeared with the redemption of these loans, it might be antici- 
pated that the proportion to be found by income-tax could be 
obtained at the equivalent of a rate of about l5. &d. to 1^. 9d.,^ on 
the assumption that taxable income, immediately after the Levy 
had been made, would be rather more than it was in 1913-14. In 
any case, the necessary rate would fall between l^*. 6d. and 2^. But 
would anyone maintain seriously that this would be the actual 
rate? When the war ends income-tax will be at least 6^,, and 
possibly considerably more. The actual rate after a complete 
Levy would be the resultant of public extravagance on the one 
side and the desire to make substantial reductions in the war 
rate on the other, and it seems hopeless to expect that there would 
be even the most remote prospect of the rate falling to what it 
ought to be. The “ ransom ” would, in fact, have turned out to 
be a financial treaty of Brest-Litovsk. 

A closer approach to some of the implications of the Levy 
may be made by an examination of a curious conflict in the argu- 
ments by which it is supported. These arguments are contra- 
dictory, though not necessarily mutually destructive. On the one 
side it is urged (c.g., by Mr. S. Arnold, Hansard, 105, pp. 897, 898) 
that the taxation required for the service of the debt is paid in 
the main by those classes who own the debt, and that therefore 
they might write off the liability by reducing their capital. The 
inference is — as has been expressly stated by Eioardo — ^that the 


I, It lauBt be remembered with a graduated Levy the larger incomes 
would be reduced more than in proportion. Accordingly, the revenue which 
would have been rai^ at a pre-war rate of la. 8d. or Is. 9d. would now require 
com^mrably hMeaseS rates on the larger ilidbmes. The effect would be felt by 
new incomea. - ' 
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Levy can be made without any sacrifice by the class to which it 
is applied. The other type of argument is the converse, namely 
that the Levy does involve sacrifice, and that it affords an oppor- 
tunity of reducing inequality of sacrifice on the ground that young 
men, as a class, are physically strong but financially weak ; older 
men, as a class, are financially strong and physically weak. The 
State calls for the strength of each, demanding military service 
from the first gtoup and financial service from the latter by means 
of the Capital Levy (c.gf., Professor Pigou, Economic Journal, 
XXVIII., p. 146). 

Both views cannot be maintained at the same time, since the 
Levy must either involve sacrifice or not involve sacrifice. But, as 
it seems to me, neither view is maintainable in the form in which 
it has been expressed. The fiist has been best put by Ricardo. 
“A man who has £10,000, paying him an income of £500, out of 
which he has to pay £100 per annum towards the interest of the 
debt, is really worth only £8,000, and would be equally rich 
whether he continued to pay £100 per annum, or at once, and for 
only once, sacrificed £2,000.” Under the limpid clearness of 
Ricardo’s statement several assumptions are concealed, some re- 
garding equity, others concerning finance. There will be occasion 
to deal with se\eral of the first in another connectibn, while the 
latter call for immediate consideration. It is taken for granted 
that the person in question is typical and that he bears a due 
proportion of taxation for the service of debt. It is assumed 
that owners of property bear the whole of this taxation, else 
the capitalisation of the tax annuity will not jvork. But the 
same assumption as to stability of taxation is extended to the 
other taxes for which the man of property is liable. The total 
taxes to which the income of £500 is subject consist not only 
of the £100 per annum specified but also of the additional pro- 
portion of this tax-payer to the expenditure other than that for 
the interest on the debt. If the institution of a Levy has effects 
upon this other taxation, then the man will not be “ equally 
rich ” whether there is a Levy or not. If the Levy causes the 
remaining taxation to be lighter than it otherwise would be, 
then the man is pro tanto better off. If, on the* other hand, the 
Levy causes that taxation to be higher, he will be worse off. 
For reasons already advanced, unfortunately, the latter is the 
more probable conclusion. But the main financial statement of 
Ricardo is still to be dealt with — ^is his representative man “equally 
rich ” where there is a Levy or not, when no account is taken 
of variations in taxation other than that for service of th§ debt? 
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Eicswdo o^y considers two possibilities, on the one hand a com- 
plete redemption of the debt by a single operation and on the other 
hand the maintenance of the debt in its entirety. There are 
several other alternatives, amongst which may be mentioned a 
partial redemption of debt by means of an incomplete Levy from 
capital or a progressive diminution of debt out of income. The 
last calls for comment. It must provide from taxation enough 
to meet the interest on the debt and in addition an annual sum, 
representing a small percentage of the debt, for redemption. In 
the latter case the following appears to be the position regarding 
the annuity for service of the debt. At the time when it is pro- 
posed to make a Levy the charge for interest (which in the one 
case it is planned to capitalise and write off and in the other 
to raise by taxation) is the same. If there is no Levy, then in 
addition to the charge for interest there will be the contribution 
for the sinking fund, also to be raised by taxation. It follows that, 
at this point and regarded arithmetically, the advantage seems 
to lie upon the side of the Levy. But this apparent advantage 
disappears when it is remembered that on the one side after the 
Levy taxable income would be less, and on the other side the 
interest charge capitalised is not the whole amount of 
taxation to which those persons subjected to the Levy 
would have been liable ; and, as already shown, the 
Levy will almost automatically increase this other taxation. 
It is quite possible it would have the effect of increasing it to . 
an amount which would be equivalent to a small sinking fund 
by the continuance of sheer waste in administration, and in the 
lapse of a few years this balance would be further augmented 
very considerably. It follows, then, that the Levy presents no 
initial advantage from this point of view. After the first year 
of the sinking fund, if no new unproductive debt is created, each 
year shows an added balance of disadvantage against the Levy, 
for it has capitalised a declining charge as if it were a fixed one. 
There is another consideration which must operate in the same 
direction. Apart from conversion, "the sum required for interest 
upon a given amount of debt is fixed, but the proportion of that 
sum to be borne by a unit of income tends to decline, because the 
total quantity of income subject to taxation increases. For ex- 
ample, the taxable income for purposes of income-tax upon a 
true comparative basis rather more than doubled. in the thirty- 
thref years from 1881-2 to J913-14 {e.g,, 1881-2 468*7 millions, 
1913^14 951 millions). It is true that during the same period ex- 
penditiire than doubled, but M the part of the expense of 
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the South African War which was paid from taxation as well as 
the charge for interest and redemption of the other portion that 
was borrowed be deducted, it is evident that taxable income had in- 
creased rather* faster than normal expenditure. This tendency 
showed itself in spite of comparatively liberal outlays upon social 
betterment which, towards the end of the period, were upon a 
larger scale than ever before. There can be little doubt that in 
an equal period after the end of the present war the proportionate 
advance in taxable income will be even greater, so that Eicardo's 
representative man would stand to lose under this head also. Thus 
he woul^ be trebly damnified by electing to extinguish his annuity 
for interest upon the debt through a Capital Levy — first by the 
avoidable increase in taxation other than that for interest, secondly 
by losing the ultimate benefit froui conversion, and finally by 
excluding himself from the possible decrease in the rate of taxa- 
tion through increase in the taxable resources of the country. 
It follows that, on the whole, the probabilities point to a Levy 
involving sacrifices upon those who are subject to it. 

If, then, a sacrifice is involved, we come to the other argu- 
ment, which admits- it, and proceeds to contend that it is pre- 
cisely this sacrifice which justifies the Levy in equity because it 
will fall mainly upon the old men who are exempt from military 
service. If the argument had been sound, it would have been 
weakened by the raising of the military age in April. But upon 
the whole I am inclined to think it rests upon a dubious founda- 
tion. Men in the Forces have been considerable subscribers to 
War Loans. There are, also, many of them who^wn property, 
often of large amount. Are their property and savings to be 
levied on or will they be exempt? If subjected to the Levy the 
whole principle of this argument goes by the board-^if nol, then 
all the valuations of the wealth upon which the Levy would be 
made must be revised and reduced by an unknown but large sum. 
Further, this view takes no account of succession and bequest. 
Old men, and old women, too, who have property, usually con- 
serve it in the interest of some younger lives which they desire 
to benefit. To the first class the infliction of a Levy is of com- 
paratively little concern, for the time during which they will feel 
it is bound to be relatively short. Thus by far the larger part of 
the true incidence will be upon their successors. Amongst those 
ot them who are men the great majority will have served in the 
combatant forces. But it may be said that half or more than 
half the beneficiaries will be women. And their claims to succes- 
sion cannot be denied, for they include, alas! too many young 
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widows of oflficers and others who have served, in very numerous 
instances with children to educate upon niggardly pensions. Again, • 
from the time that the Germans began to sink hospital ships and 
to intensify the bombing of hospitals, there can be little doubt 
that the risk in war which presents the highest degree of sacrifice 
is that of nurses and other women employed at the bases. The 
former in particular, even in less barbarous wars than this, were 
regarded as immune from hostile attack both by reason of their 
work of mercy to all belligerents alike and by their sex. Now 
they are subject to death and mutilation without the man’s remedy 
in the chance of retaliation. It is on many of these that the real 
burden of the Levy will fall. 

Once the question of equity has been raised it may not be 
wholly unprofitable to follow it just a little further. Those of 
us who have been insistent, in season, and, perhaps, sometimes 
apparently out of season, in urging personal economy with invest- 
ment in War Loans and in condemning all profuse expenditure, 
are in danger of being placed in a position of no small difficulty 
to the precise extent that the idea of a Levy is advertised. It is 
waste of time and breath to dilate on exemptions from the pro- 
posed Levy and graduated scales of duty ; what the plain man 
sees is that if he spends a certain sum of money he gets all the 
satisfaction he can extract from it. If he saves it, he hears that 
the Government is advised to take a part. This he regards as 
unjust, and he decides not to save, in many cases ceasing to 
maintain regular subscriptions to War Bonds or savings certifi- 
cates which have been made previously. Within my personal 
knowledge these proposals have had a marked repressive effect 
upon the subscriptions to War Bonds, which is to be greatly 
regretted inasmuch as each revival of the propaganda for a Levy 
will add very much to the difficulties of financing the concluding 
stages of the war. 

The reduction of amounts already saved by means of a Levy 
is hard to justify in equity when this course lets extravagance 
go free. It almost seems as if it were intended that an extrava- 
gant Government should be consistent in giving a bounty to ex- 
travagance by imposing a differential tax upon saving. It would 
not be unnatural for the public to say ; “ What I spent I have, 
what I saved I lost,” And the annoying thing will be that the 
public would be largely in the right, for no Levy could reach ex- 
pepditure upon articles of immediate consumption which perish 
in being used. 

All those who have given serious consideration to the finan- 
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cial position after the war have insisted upon the need for large 
supplies of capital.. It is an essentially Gilbertian proceeding to 
foster saving by seizing a part of savings already made— just as 
if life after the war were to be a new banquet of Elagabalus where 
the guests were prepared for the feast by the administration of an 
emetic. 

It cannot be^ questioned that the defence of the most vital 
liberties of the British peoples is an interest which is common 
both to the present and the immediately succeeding generations. 
If those now alive failed in their duty, the future of their succes- 
sors would be gloomy in the extreme. Therefore it seems only 
reasonable that the material burden should be divided between 
the present and the futiure. To the best of onr knowledge and 
judgment we are securing the nationa.1 freehold for our successors, 
and it is their duty and privilege to share in the loss as far as 
they can. It follows that the proposal for a Levy errs in so far 
as it proposes to aim at liberating future incomes from what may 
be conceived to be their proportion of the cost. Contrary to the 
opinion of Professor Seligman and others, it has been urged by 
Professor Pigou that under no circumstances can future genera- 
tions be made to pay any part of the principal or interest of in- 
ternal War Loans — for '' what posterity will have to pajj, pos- 
terity will also receive.*’ The epigram reminds one of the river 
of Heracleitus and the arrow of Zeno the Eleatic. This is surely 
to breakfast on antinomies and to sup on paradox. So it might 
be argued that excessive convictions for drunkenness were not 
an evil, for what the country paid in fines it also received. Even 
at the risk oi being quite “ unsound/* one ventures to suggest 
that the question is not determined by a mere mechanical balanc- 
ing of the warrants and cheques which are used fc^ making the 
payments. While in banking every debit must have a credit, this 
does not dispose of the matter of profit or loss on a series of 
operations. What is of obvious importance is not the mere arith- 
ihetical process, but what is really paid and really received when 
debt is redeemed. When Government stock is saleable freely on 
the market, redemption brings no direct and immediate benefit 
to the owners unless they convert the sum received into commodi- 
ties — ^the indirect effects may be advantageous to them or not, 
according to circumstances. By far the larger part of the funds 
disbursed in paying off debt will be reinvested ; and the stock- 
holders are only the channel through which these funds pass, 
either immediately or ultimately, to a new use. If a portion of 
the investment is overseas, the case is analogous to that of the 
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repayment o£ a foreign loan. When the larger part is used at 
home, the capital which comes into existence will not be dis- ^ 
tributed gratis like the money sometimes reported in the Press 
as having been scattered in the streets by amiable visitors who 
are in search of a new sensation, but must be remunerated out 
of the results of the production it assists in establishing. So it 
follows that the resources for the redemption of war debt, pro- 
vided by the sacrifice of the tax-payers, are not balanced by an 
unbought gain ; but, when converted into capital, result in the 
other series of sacrifices arising from the production which results : 
that is to say, there is first the sacrifice of the tax-payers, then 
the sacrifice of production against which there is only one benefit 
(just a little in excess of the latter), namely, the payment made 
to the factors of that production (of which interest on the capital 
is one). It follows that in each case the original sacrifice remains. 
What posterity pays, posterity will also receive — at the cost of 
earning it. Speaking quite generally, the effect of a loan is 
that posterity is rendered liable to do the amount of work which 
is necessary to pay it off. Loans, in fact, constitute a conditional 
lien on the production of the future and the real burden on pos- 
terity remains the sacrifice in paying the extra taxes required 
for redemption. It seems, then, to be in the highest degree equit- 
able, considering the unimpeachable benefit to posterity through 
a just war which is necessarv in the interests of the present and 
even more in those of the future, that posterity should share in 
the cost by undertaking the necessary extra effort which will 
be required, if it wishes on its own behalf to reduce the debt. 

Hitherto the position has been considered from the point of 
view of the type of a Levy on Capital which is logically most 
defensible, that is, one which would redeem the whole debt upon 
which this country has to pay interest, and at the same time a. 
Levy which would apply to the source of all income, whether 
actual or potential, both unearned and earned. In one respect, 
if one takes any account of the great majority of current proposafs, 
it must be noted that the tendency is to exempt earned income from 
participation in the Levy. In fact, many proposals for a Levy 
are naive attempts to shift the payment of the proportion of war 
costs which would otherwise be borne by earned incomes to the 
owners of material capital. This is obviously inequitable. If 
tlie war had been financed by raising the whole cost through taxa- 
tsto at the time, these incomes would have paid much higher in- 
ctHue-tax and super-tax than the amounts which were actually 
demanded f^mr^ them. By urging a Capital Levy they would free 
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themselves from such proportion of taxes as they would have been 
liable to if there had been no Levy. Such a form of the pro- 
posed Levy is so flagrantly inequitable that it recalls the sneer 
of Juvenal agaiijst the parasites who were content aliena vivere 
quadra. 

So far the scheme has been considered from the point of view 
of equity. While it is true that tfre balancing of these considera- 
tions tends against the suggested Levy, it must be remembered 
that, in questions of taxation, equity alone is never decisive, and 
so it remains to examine the more probable effects of a Levy 
upon production in general, and especially on the productiveness 
of the revenue. The alternatives of a Levy and a sufficient 
amount of taxation to meet the interest on the debt and to provide 
a sinking fund can scarcely be outlined in any satisfactory 
manner unless account is taken of the prospects of taxation in the 
chief producing countries. All the more important belligerents 
will be heavily indebted. It is difficult to see how some of them 
will be able to meet the interest upon their debts. If an enemy 
country will be forced to impose a Levy on Capital, we call it 
repudiation' or bankruptcy, and claim that this course represents 
a very grave deterioration of its credit and a serious impediment 
to its commercial recovery. The psychology of war* has many 
vagaries, not the least of which would be the conclusion that the 
same course, when adopted by an enemy, represents financial col- 
lapse, but in our case affords evidence of supreme monetary 
strength. The position may be illustrated by a comparison of the 
possible financial future of Germany and this country. Let it 
be assumed that the former will have no option but to write off 
a part of its debt (which is in effect a Levy on its Capital), and 
that this country will be free either to follow the same course, or 
else to proceed by the normal method of post-war taxation. Upon 
4he first alternative Great Britain would be at a disadvantage as 
compared with a third country (say the United States) in which 
no Levy had been made. This is a question which concerns us 
in a pre-eminent degree. The enforcement of a Levy could 
scarcely fail to have a most prejudicial effect on the position of 
London as an international centre of finance. The building up 
of the financial reputation of the City has been the work of cen- 
turies, and it may be lost in a single session of Parliament. There 
can be little doubt that a Levy, in the circumstances indicated, 
would produce a marked deterioration in the credit and reputation 
of London as an international money market, the effects of which 
would be felt for generations. Foreign capital, that was in the 
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habit of going to London, would tend to be diverted to New York 
or to other centres where there had been no Levy. Even if alj 
the belligerents adopted this method, there would remain some 
neutrals who would be able and ready to take advantage of the 
opportunity. In that case Amsterdam might recover its former 
financial greatness. It is idle to urge that in any Sritish Levy 
foreign investments in Government stocks would be exempted. 
Owners of capital, who are prepared to use it outside their own 
country, apply the most rigorous tests. Insecurity, even fancied, 
diverts the flow, or increased interest is exacted to cover the sup- 
posed added risk. Accordingly, if there is any country in which 
there will be no Levy and which is capable of transacting inter- 
national financial business (and as far as can be foreseen at present 
there will be several) the imposition of a Levy in Great Britain 
would weaken its position as a great money market to an alarming 
extent. It is probable, too, that this would react upon home in- 
dustry in the new situation after the war by causing the rate 
of interest for capital employed in trade to be higher than it 
would have been otherwise. It follows that under the conditions 
now under consideration, there would be a certain loss, and that 
of large amount, which would be consequent upon the proposed 
Levy. But there remains the other alternative which at first 
sight is no less unpromising. Suppose that in order to avoid 
jeopardising the position of London in the world’s money market 
(as well as for other reasons) there was no Levy upon Capital in 
Great Britain, but that Germany was compelled to make one, 
it would appear that the competition of the latter in foreign trade 
would be intensified by reason of the German merchant being 
liable to a lower scale of taxation than the British merchant. But 
there are a number of probabilities and contingencies upon the 
other side to be taken into account. Ricardo held that 
a high rate of taxation was not a disadvantage in* 
foreign competition. In any case, in determining rela- 

tive advantages in such competition, .taxation is com- 
paratively unimportant. The available information points to the 
prospect that any German Levy, which is likely, will leave very 
considerable sums to be raised by taxation. Therefore profits 
made in foreign trade in Germany will probably be subject to 
high taxation even after a Levy was made. What, however, 
is much more important than the respective rates of taxation will 
the rates of interest on capital used in trade. With a Levy 
in Germany and no Levy in Great Britain the loss of the former 
country in.inCTeased interest woi^d greatly outweigh any saving 
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that might be made in taxation. Not only so, but, as has been 
already shown, there is good reason to believe that the reduction 
in taxation, upon' which supporters of the scheme dilate, is 
much over-estimated ; so that, upon the whole, the inconsiderable 
advantage which British foreign trade would at first sight appear 
to receive, if a Levy were made, would be relatively unimportant 
when contrasted with the highly probable injury it would sustain 
through the damage to London as an international financial 
centre. 

In any estimate of the consequences of the proposal attention 
must be directed to the effects of the scheme upon accumulation 
of capital in the future. As the irrecoverable expenses of the 
war mount up, it becomes increasingly clear that one of the im- 
portant factors which will determine the rate of recovery after the 
war will be the rapidity with which capital is formed in order to 
provide for industrial reconstruction. Therefore it follows that, 
as far as circumstances permit, no obstacles should be placed in 
the way of extensive saving in the first years of peace. At first 
sight it seems that a high income-tax, with other taxation also 
high, would constitute a serious obstacle to saving. From this 
point of view it appears that all those who begin to receive in- 
comes after the w ar will have more inducement to save if taxation 
(and particularly income-tax) is low, instead of being high. Also, 
as the result of a Levy, interest would be higher, and to that 
extent they would seem to have a larger margin from which to 
save. On this showing the prospect for saving seems alluring — 
higher interest and lower taxes. Unfortunately there is another 
side to the picture. The increase in interest beyond the rate 
which would have been obtained otherwise would be the acknow- 
ledgment of the popular estimation of the emergence of a new 
risk. If the Levy were logical in repaying the whole debt, the 
' percentage taken must be very high. This would be long remem- 
bered ; and, despite the most solemn protestations that the occasion 
was unique, a rjpurrence of the Levy would be dreaded. On 
the other hand, if the Levy were only partial in redeeming some 
fraction of the debt, there would be the ever-present fear that 
another would be made to extinguish the remainder. It is diffi- 
cult to say which of the two would be more prejudicial. On the 
whole, 'possibly in this respect the illogical Levy would be the 
worse, for the uncertainty following it must remain more present 
and insistent. Whatever the disadvantages of high taxation, as 
the alternative, will be, the rate within narrow limits will be cer- 
tain once the financial transition is complete. Also, as the sinking 
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fund becomes operative, the rate of income-tax sU&uld tend to 
decline, especially as production expands. In fact, upon this, 
method the taxpayer knows his position : under a Levy he will 
not — ^indeed, cannot know it. No doubt it may be argued that, 
assuming a Levy to have been made, as time passes and it is not 
repeated, the expectation of another being imposed will gradually 
fade away until it becomes negligible. But, in the first place, the 
damage, as compared with countries where there has been no 
Levy, will have been done, and in the second place the impression 
produced by it will have been most vivid in the important interval 
of five to seven years following the war. It is then, as has been 
shown in detail by the Hon. W. Pember Beeves (7 he 
Times, July 25th, 1918), that confidence will be needed 
most, and to introduce an artificial uncertainty amongst 
the many which will be inevitable .would show a serious 
deficiency in practical statesmanship. During the war people 
have grown accustomed to high taxation, and ifi the first genera- 
tion after peace business will adjust itself to a rate which, though 
still large, ought to show a gradual decline from the level reached 
in the last year of the war. Though the conditions will be hard, 
they give the security which is required for saving, while the 
inevitable uncertainty which would follow the imposition of a 
Levy would be adverse to accumulation during the most critical 
period, and long after that if there was any influential demand 
for a repetition of it. 

The type of persons who have hitherto saved may not be par- 
tiqplarly intelligent, but they have a faculty of looking ahead and 
are gifted, or, perhaps, cursed, with a pecuUarly tenacious memory. 
If they are told that a high income-tax differentiates against saving 
because income spent is only taxed once, while income saved and 
invested pays the tax more than once, this would not be accepted 
as a defence of the Levy. These people will not unnaturally point 
out that, since the Levy is one upon Capital, it starts by taxing 
saving, and probably they would be unkind to compare 

its method with that of Ottoman tax-gatherers. The whole basis 
of the scheme fails to take account of the psychology both of 
taxation and of the saver. The system of payment by instalments 
has become so universal that it is recognised^ as lightening the 
burden of a debit to be liquidated. Besides other objections, the 
reversion to the payment of a capital sum, even when it was no 
more than would be taken from the same taxpayers in income- 
tax for the SCTvice of the debt, would be felt to be much the 
heaw burden of the two. The sense of injury would react upon 
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aooumuiatic^ either in checking the rate which would otherwise 
have been possible, in causing people to expatriate themselves, or 
even to ccwceal their investments in overseas countries. No doubt 
a high income-tax would also operate to some extent in the same 
direction, but there would be a reasonable probability that the 
rate would decline partly by conversion of the debt, partly by 
the operation of the sinking fund, and partly by the gradual m- 
crease in income subject to taxation. 

Further, it is to be noticed that in what has been said so far 
upon this question the statement is unduly favourable to the prin- 
ciple of, a Levy. Besides the alternatives of comparatively high 
income-tax and a lower rate following the Levy, there is another 
important condition which will be exceedingly adverse to saving. 
If earned income is not to escape, and if the Levy is to be made 
less offensive for certain owners of material capital, both classes 
will be subject t^ exceedingly heavy taxation while they are 
paying their instalments. Their position, particularly that of the 
first class, would be exceedingly unenviable. Since they will in 
effect be contributing to a rapid, instead of a slow redemption of 
debt, the amount of special taxation for this purpose must be 
very high. This is to be added to the taxation they must pay for 
purposes other than redemption of debt, which will tend to be 
higher after a Levy than if there had been no Levy. Therefore, 
if the comparatively high income-tax which would be needed (if 
there is no redemption of debt beyond a moderate sinking fund) 
is alleged to check saving, would not the very much higher taxa- 
tion involved in the system of instalments be in danger of ef- 
tinguishing it altogether amongst these classes? The seriousness 
of the prospective burden may be illustrated in the following man- 
ner, If it be assumed that a given rate of income»tax will be 
divided as to five-elevenths for the expenses of government other 
than the service of debt, another five-elevenths for interest on 
loans, and the remaning one-eleventh for redemption at one per 
cent, per annum ,'iPwill be worth endeavouring to calculate what 
the burden of a representative earned income would be under the 
principle of a Levy. Suppose the income in question is one which 
would pay inceme-tax upon the basis of there being no Levy 
at the rate of 4s. 7dr To avoid urmecessary complications in the 
illustration, it may be assumed that the valuation for purposes 
of the Levy would be proportionate to the sum allocated from 
the kbx on this income for linking fund, and that the expectar 
tion of eaming-power was ten years, or, alternatively, that ten 
year* was the period over which instalments were to extend. 
Ho. 111.— TOL, xxvm, * 
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Upoti ‘thw blgiiB, omitting for the purpose of simplif 3 ^g the cal- 
culation the probablevincrease in taxation for the expenditure re* * 
maining after the Ijevy was made, if the whole debt was extin- » 
guished, there would be first of all the same five-elevenths or 
25d, tax for ordinary expenditure. The amount taken by the 
Levy as a first instalment would be ten times as great as that 
paid to the sinking fund for redemption on the other methi:^, 
that is, 50d. After the first year the taxpayer would be liable 
for 90 per cent, of his Levy upon which he would have to pay 
interest, in order to meet the interest upon the amount of debt 
which he was not yet able to redeem, which would come to 22d. 
more, making a total rate of 8s. Id. in all, an increase of 76 per 
cent. In the ninth year the Levy would be the same, and if it 
be taken that the rate for ordinary expenses of government had 
not varied, the main change would be in interest, since now 
there is only one instalment outstanding> Thus the total would 
be 77d., or an increase of 41 per cent. After the tenth year the 
Levy would cease, but this would bring small consolation to the 
taxpayer, since, if his valuation was correct, his earning power 
would cease likewise and, necessarily, low taxation is of no in- 
terest to the man who can make no income. If, instead of 
redeeming all the debt, only half was cancelled, then this tax- 
payer would have only to pay half as much in instalments on the 
proportion of his valuation outstanding, but he would be liable 
for half the amount he would have paid if there had been no 
Levy for service of the debt. Altogether this hybrid type of Levy 
^^uld mean an increase in the rate of his taxation in the first 
year of close on 40 per cent. At the moment it is fashionable to 
take the debt at the close of the present financial year upon which 
this country will have to find interest at 8,000 millions. I think 
this estimate errs on the side of undue pessimism; but, if 
that figure be taken for purposes of calculation, the post-war 
revenue (which is said to be necesst^) is often put 
at 800 millions. This would divide "Pponveniently into 
tenths, five-tenths for interest, one-tenth for sinking fund, and 
four-tenths for the remaining ep>enditure. A complete Levy 
tipon the same income would impose an initial increase of @6 per 
^fit, ; an incomplete one, which paid bS half the debt only, 45 
f:br cent. It is clear that saving would be difficult if not ini- 
. possilde with tm income-tax (for this is how the Levy would be 
negarde^ which starts by- approximately doubling the rate which 
would have been otiierwise necessary. If one takes a high earned 
inocane d@.0/KX), which must be assumed to be the j||hole 
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income of the persons whose cases are under consideration) by 
the same method, either a complete or an ^complete Levy (wMch 
paid ofif^ half the debt) would wipe it ^ut altogether in the firit 
year. But perhaps. an income of this imposing amount demands 
more respectful treatment. Of course, when the conditions of 
office or employment include a pension, that must be taken into 
account. The next question is, What is to be the expectation of 
life during which the income and pension are received ? I propose 
to take only ten years, though judging from the available data — 
relating to Lord Chancellors — that period is much too short. Thus 
we have an income of £10,000 capitalised at £100,000. For a 
coihplete lievy a capital of this amount would be required to»pay 
about 50 per cent. Also, not according to my calculations, but 
in those made by some who lean towards the Levy, income-tax 
after the war (provided there is no Levy) upon the basis of an 
expenditure of 800 millions, it is said, would require 
the doubling of the rate of 1917--18. If so, the in- 
come in question would be subject to tax at 135. Id. 
Four-tenths of that for Civil Government and Pensions- would 
be 63d. in the £. The first instalment of the Levy would require 
157d. in the £, and interest on the instalments, still to be paid, 
70d. in the '£, or a total rate of 290d. in the £. • Even a Levy 
discharging half the debt would still leave Lord Chancellors and 
others, earning an income of this amount, owing the Government 
a few pence in each £1 of income after they had surrendered it 
all! 

Without dwelling upon the extreme cases ^which consfjitute 
a reductio ad ahmrdum of some forms of the Levy) it is clear 
that the initial rate would be so high that it must tend to check 
effort in the direction of economy. 

It appears, then, that this part of the argument results in a 
dilemma. If a Levy is imposed upon immaterial capital it seems 
likely that it will inevitably break down in practice ; if, on the 
other4iand, im^terial capital is exempted, then the whole prin- 
ciple is endangered. Again, if the Levy is complete, both in 
applying to all capital (both immaterial and material) and to all 
the debt, it is in danger of never being applied : an incomplete 
Levy is based on a oentradiction which becomes more explicit 
the more it is developed. The latter is an unescapeable con- 
clusion. It is a case of “ all or none ” as regards debt redemption 
and the capital levied upon. “All” is likely to be rejected- 
leaving the other alternative. 

, Th^ remains one type of argument, some of the implications 
^ t2 




'w. 


nmmmc jottekal 




pi tv WQul^ veiiture to deprecate as strongly as possibfei' 

This taJces ttue form that the rate of taxation after the war will be 
so serious that it cannot, or will not, be borne, and that a lievy 
i$ the only other resource. To put the matter perhaps a little 
brutally, if the Levy is to be a straight deal and not a crooked'one, 
it must take at least as pauch as the capitalised value of the taxes 
it commutes. As already shown it is likely to take more, both 
directly an^ indirectly. Therefore a fortiori if the country can 
bear the Levy it could bear the taxation for which it is to be 
substituted. It seems to me that there is a general tendency 
amongst those who favour a Levy to overestimate the rate of 
taxation in the early years of peace. Elsewhere (Economic 
Problems of Peace after War, Second Series, pp. 89-136) I have 
endeavoured to picture the financial situation in that period. 
While the burden .must inevitably be heavy — it will be that 
whether there is a Levy or not — my conclusion was that it would 
be far from being so heavy as to be intolerable. But those who 
apparently tend towards a different view would not admit my 
figures,^ just as I do not accept theirs. However, the real centre 
of gravity in this part of the position may be ascertained in a 
different manner.' Professor Pigou calculates, upon a basis which 
appears to me to be not a little unstable, that if there is no Levy 
the rates of income-tax which obtained in 1917-18 would have to 
be doubled. Those rates he describes as very high for small in* 
comes and “ enormously high” for large ones. Let us then see 
if the situation would be bettered by the Levy, Under the scale' 
he adduces, an income of £50,000 would be liable to income-tax 
and super-tax amounting to 16^. 2d. in the £, leaving £9,583 free 
of tax. His method of fixing the Levy is to multiply* Estate 
Duties to the extent necessaiy. Thus, if it be taken that a com- 
plete Levy would require four times the present Estate Duty, 
and that a capiliial of £1,000,000 (upon which the rate is 20 per 
cent.) yields £50,000 a year, this Levy would reduce it to £200,000, 
producing £10, (XX) a year. That income, howev^, would sub- 
ject to its proportion of such taxation as would remain after the 
Levy had been made, so that in reality the poor 
millionaire would be much worte off. He would also 
(SpstW • another injnry. veij. «eavy , income-tax at 

least leaves him the hope of subsequent reduction, the‘ 
Levy consigns him to an inferno where it must be finally aban- 
doned. Pi^es:, this is only a first approximation, and further 
inquiry leaves the positioiij very much worse. Multiplying the 
' Estate hy ionr f idls short t|;he sum required by ^ per 
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cent., and it is significant that part ol the deficiency is to be 
made up by stiffening the rate at the upper end.’* In any case, 
since four times the Estate Duty of 20 per cent, falls short of a 
complete Levy by 20 per cent., and it only leaves the taxpayer 
20 per cent, of his capital, the adjustment points to a complete 
elimination of all his property. The Levy, in fact," v/ould exact 
cent, per cent. It is only right to add that Professor Pigou stops 
short of the logical development of his own principles, contenting 
himself wit| an imperfect Levy in which only half the debt he 
estimates is redeemed by a doubling of Estate Duties, slightly 
modified and recast.' Still, if the operation were compleW by 
a subsequent redemption of the remaining moiety of the debt, 
the result would be as stated above, except in so far as any new 
capital accumulated between the first and the second Levies might 
be made subject to the latter. 

Even though this analysis has extended to considerable length, 
it has not been possible to touch upon some aspects of the project 
which are of no less importance. In particular there is the tech- 
nical question of valuation which would present increasing diffi- 
culties the more closely it was approached. Also there is another 
side which in its wider aspects is worthy of consideration. Victory 
in war has been too often follow^ed by an overweening pride in 
martial achievement. The latter would be a danger to the peace 
of the future. The heavy taxation, which normally remains as 
an aftermath of war, is a constant reminder of the loss and waste 
which it involves, repressing bellicose tendencies and prompting 
peace. According to the arguments in favour of a Levy that 
natural check upon the tendencies which make for strife and 
disorder would be removed, and what other influence of equal 
power is to replace it? 

W..E. Scott 

1 It fihotild be adtied, also, that among those who lean towards a 
Brofessor Pigou is one of the very few nvho see that, in principle, earned 
income should be subject to it. In the calculation, summarised above, he 
does not take credit for receipts from this source. * If that were done, the 
millionaire would he left with*sorae minute fraction of his property. 



A LEVY ON CAPITAL. 


The Economic Journal for June contains three articles 
recommending a Levy on Capital as a means of paying ofi some, at 
least, of the war debt. I desire to consider, first, whether we are 
shut up to this method by the impossibility of paying our way 
by more ordinary methods of taxation, and l^condly, whether the 
method is itself either practicable or just. 

I. — ^Is it impossible to pay interest plus sinking fund on the 
debt out of the national income? That it is possible is surely clear 
when we reflect that substantially the whole of the expenditure 
on the war, the amount raised by loan, as well as that raised by 
taxation, all that has not been received froip abroad by sales of 
securities or borrowing, has been raised from the national income. 
After the wtr only interest (plus sinking fund) and no longer the 
capital of the debt will have to be raised. What are the limits 
to the proportion of the national income that can be taken in , 
taxation ? 

First, enough must be left to support life. Tfiis, however, is 
a very elastic limit. In 1800 the British proletariat supported life 
on about half of what that proletariat had in 1900, and in 1900 
the standard of life was much low^er in every otStter European 
country than in Britain. 

Secondly, taxation on income must not be so high as to cause 
too great an exodus to less highly taxed countries. One can 
imagine taxation carried to a point where it defeated* itself by 
leaving within the reach of the British Chancellor of the Ex- 
chequer fewer and ever fewer persons to pay it. 

Thirdly, short taxation that would drive people out of the 
country, it is argued that taxat^ may be so high as to destroy 
the motive to effort, and still more to enterprise and operations in- 
volvin§^risk. Who, it is said, will exert himself and, still more, 
wil riA whatihe has already gdi, to incrps^ his inccane, if he 
has to jpve half or three-qpartem or nine-t^ths of that increase 
to the gtate? This seems to me umiswemble with regard to 
such a tax as the eicess profits tax or a toe steeply graded in- 
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come-tax. If a man can enjoy a given income at a low rate «£ 
taxation, but has to pay a much higher rate on every increment* 
which comes from increased exertion or risk, there seems to me 
no possible Answer to the argument that taxation discourages the 
increased exertion or acceptance of risk. But if income-tax is 
levied at something not tS5o far removed from a flat rate, the 
result of even a very high income-tax is by no means so obvious. 
The comparative results of less and greater energy and enterprise 
remain the same. We will suppose that it is in a man’s option 
to double his income by increased exertions and risks. With a 
nommal income-tax his income is f2,000, and might be £4,000. 
With incorife-tax at 10s. in the £ it is £1,000, and might be 
£2,000. Is it quite clear that the motive is less strong in the one 
case than the other? Nay, much economic argumentation has 
been employed to the effect that men will struggle harder to 
avoid a loss than to make a profit. Thus it has been argued that 
low* wages promote industry, because they necessitate a greater 
effort to make a bare living, and similarly that high rents promote 
good farming. Nowadays it is more usual to apply the argument 
to the employer and to argue that anything that operates primarily 
to his prejudice, e.g., higher wages or competition, acts really as 
an incentive. Professor Pigou does not seem to* dispute this in 
general. His objection to a high income-tax under the head of 
productivity seems to turn on the discouragement to extra doses 
of energy or enterprise that arises under a steeply graded tax. 

There is one more point — the effect of high taxation on the 
local destination of capital. Other things being equal, it is to 
each country’s advantage to secure to itself as large a portion as 
possible of the world’s capital, and high taxation must necessarily 
^ a disadvantage in that competition. As far as the investment 
in Britain of foreign capital goes, there does not appear to be any 
answer. A high income-tax, levied as in Britain, cannot but deter 
the foreign investor. We saw that special provision had to be 
made for the exemption from British income-tax of foreign in- 
vestors in British War Loan. Britain is more likely to be affected 
in the competition for capital by the converse process, the export 
of British capital. But here the British capitalist investing 
abroad cMinot escape British income-tax on the income from his 
foreign investments except by ‘trapsporting himself along with 
his property outside the jurisdiction of the British Chancellor of 
the Exchequer. So that this resolves itself into the ^ect of 
high taxation on poptQation before noted. 

The conclusion I reach is that th^ limit to the propcartion of 
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til© nfttiiOORl income which it is possible to take by taxation with- 
<> ont, first, destroying life by starvation, secondly, denuding the 
country of population, thirdly, destroying energy and enterprise, 
is comparatively far distant. Nobody pretends that high taxation 
(rf income in any form is agreeable. It is not even necessary to 
maintain that it has no bad ulterior effects. I hope, however, to 
show that its disadvantages are less than those attendant on a 
Levy on Capital. 

When I talk of raising the money by a tax on the national 
income, I do not ccaifine myself to income-tax. Income-tax must, 
no doubt, remain the predominant form of a tax on the national 
income, but it need not be the only form. Incomes’*neces8ary for 
subsistence can only claim exemption so far as they are devoted to 
subsistence. The luxuries of the poor, drink, tobacco, or enter- 
tainments, are, in their degree, as proper subjects for taxation as 
the luxuries, or the incomes, of the rich, and when we have all 
to submit to restrictions in diet, I do not see why non-protective 
taxes on food need be excluded. It rernains to be seen whether 
the present Committee will be able to hammer out any workable 
luxury-tax. Possibly it will be found best to proceed on the Glad- 
stonian canon that taxes on a few staple articles of wide con- 
sumption are the most productive. For instance, the best com- 
plement of the income-tax might be a tax, with a drawback on 
export, on all dress fabrics of a character beyond what is absolutely 
necessary to cover one’s nakedness. 

In any case, I must protest against the attempt, avowed in 
certain quarters, to make a few rich men pay ofTthe debt, whether 
from capital or income. Apart from its manifest unfairness, the 
thing is impossible or inexpedient for at least two reasons. • First, 
as indicated above, if successive incroments of energy and enter- 
prise are taxed at very different rates, energy and enterprise will 
sooij, cease to exist in the higher regions. Those who are not 
millionaires may have a difidculty in understanding the psychology 
of millionairism, in understanding why those who are jdxeady 
very rich should not only toil, but adventure their existing wealth, 
to become richei’ ; but it will be a bad day for the commonwealth 
when the very rich cease to be subject to the same eq(m<nnic 
motives as humbler folk. Secondly, it can, I think, be shown 
that we cannot get all, or nearly all, we want even if w© took the 
whnle capital or income of the very rich. There we not enough 
of libfia. As well try to raiw your whqte railway revenue irbm 
first-dass fares. *, 

ir.j— Let 08 now consWer tilie justiee and thfe practicability tff 
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the Levy, premising that it is to include such things as fumituf%, 
jewellery, or works of art, and that it m not (as has been proposed 
in some quarters) to exclude pleasure motor-cars while including 
commercial* motor-cars. 

The great objection to a Levy on Capital is its unfairness as 
between different forms of wealth. It seems to involve a complete 
abandonment of all attempt to base taxation on ability to pay. 

I cannot see that any one has even attempted to show how it 
can be fair to tax an income of £200 a year from investments and 
to exempt a barrister’s professional income of £20,000. It is no 
answer to refer to death duties. First, death duties are a tax on 
a benefit received. Secondly, death duties can only be justified 
so long as they are balanced by other forms of taxation. Here, in 
regard either to the whole or to a large portion of the debt, the pro- 
posal is to tax capital wealth alone and let all incomes, however 
large, not based on capital escape taxation. 

Hook makes the surely surprising statement that objectors 
to the scheme have not objected on the ground of its justice. My 
experience is the very reverse. My experience isi that 
objectors keep asking why two people with equal incomes 
available for their personal expenditure — eqyal ability to 
pay taxation — are to be treated differently, not merely 
with the incidental inequalities thyt are essential in all systems 
of taxation, but to the extent of throwing the whole burden on one 
class and entirely exempting the other. 

An answer is attempted by pointing out other inequalities, or 
stating in general terms that inequalities arer inevitable in all 
systems of taxation, or may even be accepted with our eyes open 
to avoid worse evils. But surely the question will always be as 
to the extent and the necessity of the inequality. Here the in- 
equality is, first, gross and, secondly, unless payment of the 
debt is, on any other method, absolutely impossible, that is, unless 
the United Kingdom is, according to traditional standards, in- 
solvent, gratuitous. 

Mr. Hook says the income-tax is equally unfair or more 
unfair. He takes a given capital and shows how it wifi pay 
different amounts of tax according to the way it is invested or 
treated by its possessor. In some cases the criticism may be just, 
as in the case of a wasting security, such as a mine. Whether a 
remedy is practicable here I do not know, but prima facie a valid 
criticism may be made on the score of justice. Whether teing 
an annuity at the same rate as interest on an intact capital is 
justifiable is not so easily ans^vered. Taxing an annuity is taxing 
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^ SB. weU as the produce of capital. On the other hand, an 

^ income-tax may he regatd^ as a means of taxing a man’s personal 
expenditure, which is supposed on the whole to be measured by 
his income. This is the principle on which income-tax payers are 
allowed to deduct premiums of life insurance, and, indeed, the 
only valid principle on which discrimination between earned and 
unearned income can be justified. (See Mill, Political Economy, 
Bk. V., Ch. n., S. 4.) From this point of view the full taxation 
of annuities can be abundantly justified. The annuitant is in the 
(^posite position to the life insurer, and has proclaimed, as plainly 
as his acts can speak, that he means to devote his whole annuity 
to personal expenditure. In Mr. Hook’s instance of the invest- 
ment held for the s^e of an appreciation of capital value rather 
than for an immediate return there is not, as it seems to me, 
even a theoretic injustice. The selling value of every security 
depends on the anticipated returns in the shape of dividends, 
whether or not those dividends are deferred. I buy shares in a 
newly planted rubber company, knowing that I shall get no 
dividends for years. If and when the dividends begin, the State 
takes its full toll of them, and I cannot see that it matters in the 
least to the State whether I receive the taxed dividends or a pur- 
chaser from me, or at what price I have sold. To tax both divi- 
dends and enhancement of price due to actual or prospective 
dividends would be taxing the dividends twice over. (See Mill, 
Dissertations and Discussions, IV., 236.) 

It will be noticed that, in bis criticism of income-tax, Mr. 
Hook assumes the very point he has to prove, Ifhat capital and 
not income is the proper basis of income-tax. I on the other 
hand claim that the advantage of making income rather' than 
capital the basis of taxation is that income is a fact, whereas 
capital is merely an estimate. The capital value of an investment 
is simply an estimate of what it is likely to bring in, one year 
■with another. Surely it is on every ground preferable that the 
State should take its toll on the actually realised income, rather 
tban on an expectation of income that may never be realised. 
One result of a Levy on Captal is that it would stereotype the 
posilion of dll holders of wealth at a particular moment, and.affect 
their position for all time according to values and estimates 
whidh might turn out to have been very misleading, and never 
n^e JO than at the time when they would be made. Plus valet 
010 in re qmm guod in ojnnime ^nstat* 

Prcrfeteor Pigou, if I may say so, dedls very fairly ydth the 
question (rf jpstioe. He si^ests, fir8%, that a‘ tax on material 
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capital could', if thought desirable, be balanced by a tax on im*f 
material capital, .by capitalising a man^s .brain and energy. 1 
think it will be found that that would rob the scheme of half 
its attractions, and that if the two claBses*©f weal||i are* to be 
on the same footing, the strict justice of which Professor J^gou 
fully admits, that will be best accomplished by an inwme-tax. 
Secondly, Professor Pigou makes an estimate, which he admits 
tabe very precarious, that the exemption of immaterial capital 
would add one-tenth only to the burden On material capital. 

My general criticism would be that dealing with large classes, 
as Professor Pigou does, is apt to be misleading. I may illus- 
trate. Men have hitherto had more opportunities than women 
both of making and of inheriting fortunes. A' system of taxation 
based on sex, and taxing men, as men, more heavily than women, 
might be quite fair as between the sexes in general, but quite 
unfair as between the poor man and the rich woman. It would 
also be gratuitously unfair, as by basing taxation not upon sex, 
as raising a presumption of means, but directly upon means, you 
attain your full object. So here I argue that in income you get 
a far exacter measure of ability to pay than in any presumption 
that three-quarters of the income subject to tax is derived from 
capital. * 

Similarly Professor Pigou argues that the representative man 
over forty-five owns six times as much capital as the representative 
man below that age, and that therefore the special taxation of 
capital may be set off against the admittedly disproportionate 
sacrifice that has been demanded of our fighting *men, whom his 
argument identifies with the whole population under forty-five. 
Surely the identification is too inexact to possess any real value. 
If it be thought fair and feasible to lighten the financial burdens 
of our returning soldiers, a more direct method might be found, 
one that would not extend to women and exempted men and jthat 
on the other hand included soldiers with capital. 

We may now consider the practicability of the Levy. The 
first remark is that it is to be levied on individuals, not deducted 
at the source. This alone, in my opinion, stampsi its signal in- 
feriority to income-tax. The great merit of income-tax, and par- 
ticularly on unearned income, is that it is to so great an extent 
levied automatically* without any poeability of or temptation to 
concealment or undervaluation. Death duties no doubt depend 
upon inventories of estate given up by the individual taxpajwr. 
Bilt the successor cannot get possession of the estate without such 
inventories, and the transfer of propCTty from a deceased person 
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a much more public fact than ftie continued 
posseseidn of property. Super-tax again depends on the tax- 
payer’s own statement, and it is argued that a return for a Capital 
Levy ^^woul^ probably be made with greater care than one for 
super-tax. But in the case of super-tax temptation to fraud is 
less. It extends to the taxation of a single year only. To escape 
the tax permanently, in whole or in part, would require an annual 
repetition Of the fraud. In the case of a Capital L^^y it isj^to 
depend largely on the taxpayer’s own honesty whether he is to 
pay once for all an amount that must affect his position in per- 
petuity. 

Have the advocates of a Capital Levy reflected what is involved 
m valuing at one moment the whole of the ^£15, 000, 000, 000 of 
private wealth in the country ? Those who have to do with 
valuing the estates of deceased persons Icnow what is involved. 
Fancy valuing in one year the contents of every dwelling-house 
in the country, or even, if you like, of the dwelling-house of every- 
one who would come under the Levy. Or take the case of the 
owner of a “ one-man ” business. On the death of such an 
owner every item of his business, plant, stock-in-trade, book 
debts, has to be separately enumerated and valued by an expert. 

We have not far to seek for a proof.* I refer to the ghastly ♦ 
fiasco of the valuations under the Finance Act of 1910. I know 
that these valuations contain a great deal more than the ascertain- 
ment of the actual selling value. Still it should now be evident* 
that the simultaneous ascertainment of the selling, or “ total,” 
value of every parcel of land in the country is inherently im- 
possible. 

I know it is said that the checking of the returns could be 
spread over a term of years, and the Levy be made Sn a preliminary 
valuation made by the taxpayer subject to ultimate adjustment, 
but unless the preliminary valuation is to be made absolutely at 
random, the immediate assistance of experts is required. Some 
sort of expert valuation of the greater part of the land, buildings, 
furniture, jewellery, the plant, stock-in-trade, and book debts of 
ope-^man businesses would have to be made at once^ The expense of 
Ibis to the taxpayer is as much to be counted in as the^ ultimate 
vampense to the Government. It is probable that fees to solicitors 
and surveyors in respect of the valuation under the Finaiice Act 
of lunounted to a minimum of a guinea for- every parcel of 
kndtin tbe-country, and, of course, in ^any eases to Vary much 
more. Then what rate of interest is to be paid or exacted bn 
adjustment ? If low, there wifl be a tem^athm to under* 
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valuation* It high, the State will have to pay extravagantly for ^ 
a few years’ use of money. 

It isi contemplated that, either by exchange facilities or by. 
the demand of* those whose War Loan was paid ofiP, the ultimate 
result would be a simple transference of securities frbm pr^ssent 
holders to paid-off holders of War Loan. This admittedly in- 
volves special inducements to holders of War Loan, i.c., an edition 
to the State’s burden. It is equally obvious that many kinds of 
property that would have to be sold, mortgaged, or surrendered 
to pay the Levy are unsuitable or unacceptable to holders of War 
Loan. I need not labour the point, but it is surely obvious that 
at least a great amount of complication and friction ,* and probably 
depreciation of securities other than War Loan, would result 
before the transfer was completed. Professor Pigou estimates at 
from 13 to 20 per cent. “ trade assets, etc., household goods, and 
apparel and miscellaneous property.” One-fifth of the whole is 
hardly a negligible proportion, and all these would be difl&cult 
either to value or to sell or to borrow upon or to transfer. 

Emphasis is laid , on the point that the Levy is to be made 
once for all, and therefore will not have the reactions on produc- 
tion and thrift that it is admitted would follow a recurrent Levy 
on Capital. But, as Mill said on a similar occasion* it does not 
rest with you whether your action shall create a preceden'i. Pro- 
fessor Pigou admits that no Parliament can bind its successor, 
and that the ^expectation of a second Levy, with its psychological 
consequences, is a probable consequence of a first. Supposing 
we could ensure that there should be no second similar tampering 
with capital, another objection remains. The proposers of the 
scheme, I am sure, intend to be as fair as I do myself, but, though 
they may not recognise it, is there not an element of meanness in 
their scheme? What is their argument but to say : ” We quite 
recognise that it would never do to say we were going to tax 
future capital. But present capital, which ex hypothesi has come 
into existence because it has not been threatened, is at our mercy. 
It is too late now for its possessors to reflect that it is not w<»i;h 
their while to toil and scrimp themselves in order that the State 
may appropriate a substantial part of the results of their toil and 
saving*” What else does all the talk of the new generation 
storting free from burdens amount ta? 

A. A. Mitchell 



AN ESTIMATE OF THE CAPITAL WEALTH OF THE 
UNITED KINGDOM IN PEIVATE HANDS. 

In the vigorous discussion which is now proceeding upon the 
question of a Capital Levy, various estimates of the capital wealth 
affected by the proposals have been put forward based upon widely 
differing estimates of national wealth. The most recent detailed 
estimate published was made by the present writer in BriUsh 
Incomes and Property (1916) for 1914, upon the plan associated • 
with the name of Giffen, and it gave a total of 114,300 million 
with an indication that the true figure could not differ from that 
amount by more than f2,000 million. The probable margin of 
error was, indeed, much smaller, and that estimate stood in con- 
trast with otiiers^for which, indeed, no detailed particulars were 
given— ranging from less than flO ,000 million to 124,000 million, 
and professing to relate to the same subject-matter. However 
useful “ Giffen ” and similar valuations may be for particular 
purposes, they are certainly not capable of use in every connection 
in w|ich aggregated wealth is under discussion, or without regard 
to the conceptions erf capital involved, and they cannot be applied 
directly and without considerable modification in. the discussion 
upon a Capital Levy. So far no ad hoc investigation of the {ar- 
ticular problem has been published,* and it is the purpose of this , 
article, not, indeed, to discuss in any way the merits of the pro- 
posals, but to ascertain whether any rnwre suitable estimate can 
be substituted in the interests of relevant discussion and to set 
out the main outlines of an attempt to estimate the amount of 
wealth in private hands which would come within the scope of 
such a tajc as it is generally presented. 

The ordinary estimates cover three sections : (A) Wealth be- 
longing to the community in a broad sense, and not subject to 
individual rights of ownership, e.g., Government and municipal 
property; (B) private wealth capable of absolut# individual 
poi4l, e.g., shares m companies; (C) wealth held legally in forms 
of corporate ownership, intermediate between (A) and (B) and 
not mMy assignable in definite proportions ;to individuals. In 
the ordinary computation, the national debt is treated as positive 
wetdth under (B), but as a deduct}^ (or ^rtgage) fmn (A). 

• ’ ..isu written ui b; Mr. Pethick Lawrence k his 

book “A Lev; im Capital” bai appeared. 
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Obviously, as the national wealth consists normally of Hie snm of 
(A), (B), and <C), it must be greater than the private wealth, 
capable of individual taxation, consisting of (B) and a small part 
of (C) only,*but this will no longer be the case when the national 
debt assumes gigantic proportions exceeding in amount 4h’e value 
of State and local property. In that event, (A) becomes a minus 
quantity, increasing pari passu with the increase in (B) due to 
this cause, if the whole debt is borrowed at home, and at an 
even greater rate if there are loans from abroad, while the deduc- 
tion of the debt as a mortgage may even exceed the sum of (A) 
and (C). We should, therefore, now expect that the estimate 
of “ wealth in private hands ” will begin to exceed the estimates 
of “ national wealth ” in the ordinary sense. 

There are two available methods of computation of national 
wealth which fairly cover the whole ground. The first is a capi- 
talisation of profits and sources of income in (B) and (C) supple- 
mented by estimates for (A) and for non-income-producing wealth, 
and this method is based upon income-tax data (the “ Giffen ” 
method). The second, based upon estate duty data, covers (B) 
supplemented by estimates for (A) and (C). The latter is closer 
in character to the figures we are seeking, for three reasons, viz. ; 
(a) the capitalisation is already achieved in the data, (b) it repre- 
sents individual wealth at first hand, and (c) it covers non-income- 
producing wealth ; but it has the great drawback that the section 
of wealth passing ” in any given year is a fraction only of the 
whole, and the precise siz,e of that fraction, or rather the “ mul- 
tiplier ” which is required to bring it to unity, is still the subject 
of elaborate inquiry, and obviously governs the whole estimate 
based on these particulars. The reason for the wide difference 
between the results of the two methods has been a vexed question 
for some years. 

It is possible to get at (B) from the income-tax data, by elimi- 
nating (C) from the total assessments and capitalising the balance 
which we may then term Bi : but the income-tax system also 
furnishes an alternative opportunity for finding the aggregate in- 
comes of individuals, on their personal statements, and an estimate 
based upon these may be called Bj. Now B2 is very much less 
than Bi, but it is greater again than Bg, the personal capital 
derived from estate duty data. 

The complications introduced by war conditions are such that 
the only possible approach to the question is to ascertain as 
nearly as may be what the 1914 or pre-war valuation of wealth 
would have been for the purposes of the Levy as generally put 
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"aiid thea to modify the result for the changes since 
that date* The pre-war valuation will be an attempt to get the 
nearest Iresult for the purpose fpm the estimates referrq^l to a,s 
Bj, Bg, and Bs, and then for additional security, and particularly 
for the sake of those who suspect that both methods give wholly 
inadequate results, to apply any ^pplementary checks that may 
be available, even thoifgh they apply over only a part of the 
field. 


I. — The Pre-War Valuation. 

The limitations of the Giffen valuation have been discussed 
elsewhere^ and need not be set out here. It is for the major 
part a capitalisation of actual profits being made at any given 
moment on the average prospects of their continuance and it 
includes nothing for marketable potential wealth which is not 
yielding a present income of money or satisfaction. By reason 
of the fact that it capitalises profits on their amount ascertained . 
as far as possible at their impeisonal ’’ source, it is necessarily 
greater than an aggregate of the capitalised incomes ascertained 
at their ** personal destination, i.e., the final user or consumer. 
It is a matter of importance to find some measure of this difference 
at the outset by reference to the aggregate income brought under 
review for income-tax, and the aggregate amount of the total in- 
comes of individuals returned or returnable by them for that 
tax. The former is ascertained for the purposes of the normal 
charge, and the latter for the purposes of various reliefs from the 
full rigour of that charge, or for a super-tax on large incomes. 

m 

Bifiliions. 

The aggregate income returned and chargeable to super-tast 

for incomes above £5,000 for i9l3-14 was £180 

Between £3,000 andi £5,000 {aee Beport for 1914-15) 60 

The aggregate incomes of individuals from £160 to £700 
calculated up6n the abatements, and allowing for those 
who failed to claim ... .,. ... ... 280 

The aggregate of the incomes between £700 and £3,000 not 
found directly, but by the most generous intei^lation 
(on a Pareto index continuing the £500 to £700 gradua- 
tion up to £1,000, and the £5,000 to £3,000 graduation 
down to that figure) would not exceed 240 

Total of Hidividual incomes above £160 t.. £760 

Now the total sum reviewed for the tax was £1,167 million 
fOT tbe same period, of which i6136 miflion, for 

repaid, w«ap and and o^ber deductions, is not acWal income, 
lAmng' a difference, over and above the JG760 million, of 
miffion, to br^aoebunted for. , ■* * \ 

^ Chapter Jtl. 
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It ia partly made up as follows : — 

^ , . , , . Millions. 

iJeionging to people whose incomes are under £160 (and 

bought under review) £61 

. Beld^ing to charities and other" similar institutions and 

♦ identmed ^ ^ j ^5 

Incom^ of certain clubs, co-operative societies, certain munici- 
pal properties, Crown properties let to tenants, some 
insurance reserve funds,* income paid to foreigners, not 

exceeding ‘ # 45 

Sums not allowed as deductions in arriving at profits, but in- 
capable of ranking as individual income * 30 

£151 

We are thus left with £118 million unaccounted for, and a 
part of this sum represents profits of companies put to reserve 
for other purposes than equalisation of dividends, depreciation, 
bad debts, etc. If these profits “ emerge ” ultimately to individuals 
as bonOs shares, they probably do so in a form which does not rank 
legally as individual “ income.” It is possible that in the imme- 
diate pre-war years the sums so reserved amounted to as much 
as ^30 million per annum. The residuum is untratfed. It must 
be remembered that “ source-income ” and “ destination-income ” 
are not mere alternative expressions for the same fund, and the 
difference is not solely that of degree, due to the human element 
(which may euphemistically be termed psychological), but is also a 
difference of kind, conditioned by formal distinctions and the legal 
conventions of taxation. The existence of so large a balance of 
this character forms an interesting feature to be pondered by alt 
advocates of systems of perfect graduation which involve taxation 
on individual returns and the abandonment of taxation 
at the source. The point to be observed here is tKat the personal 
iilinme in fact coming out upon individual statements is of the 
order of 73 per cent, of the total taxed income (iGl,029 million) 
and 86 per cent, of the income that might upon a reasonable view 
be made liable to individual taxation (£878 million). 

If these results were applied to the pre-war national capital, 
£14,300 million, we must hrst take out the capital which is not 
yielding, taxable income {viz. : income of non-income-tax-paying 
classes derived from capital £200 million, movable property not 
yielding income £800 million, Government and locaj property 
net £400 Million, and capital the income from which is subject to 
tax evasion, etc.), reducing it to £12,800 million, of which about 
86 per cent, would have been capable of return upon individual 
statements ol capital wealth. This leads to £12,000 millimi as 
the estimate B,. But unless we can assume that the capital 

‘ More fully discussed in Britith Incomtt, p. 422 U ttq. * Ihidr, p. 203. 

■ No. 111.— VOL. XXVIIL V 
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daelaira|ioB8,.wad^ have beeri more exact or exhaustive than tife 
corrfesponding income declarations, the actual aggregate returns ^ 
for taxation would not exceed 80 per cent. , or £10,250 million — the 
estimate B 2 , after making a full allowance for the effect of Reserves 
upon market values of shares. Adding to this the “ non-income- 
tax’’ wealth, £1,000 million, referred to above, we have £11,260 
million in all as the amount of pre-war capital that would appear 
for taxation upon individuals in a Capital Levy. 

The taxation of income proceeds upon a double principle : it 
taxes income, wherever arising, which accrues to residents in the 
United Kingdom, and also income arising in the United Kingdom 
which accrues to persons abroad. As generally presented, the pro- 
posals for the Capital Levy rest upon the former principle only, 
and it is not suggested that persons resident abroad shall |)e sub- 
jected to Levy upon their w^ealth physically situated in this coun- 
try, or (as in the case of rubber plantations) physically situated 
abroad but under collective ownership here. The Capital Levy valua- 
tion differs fmnfi the full tax valuation in the following respects : — 

(1) It does not include 4ihe wealth situated or controlled here 
but belonging to residents abroad. 

(2) As it is generally presented the Levy is to be graduated 
according to individual wealth, and therefore no attempt is 
made to reach any residuum of capital by taxation of com- 
panies “ at the source.” 

(If the Levy# simply took a fraction or aliquot part of all 
classes of capital, vk., ordinary, preference, debenture, and 
loan and reserves, from each company, and left each com- 
pany to reduce the individual holdings, the problem of 
valuation would be simplified, and there would be na evasion, 
but, of course, graduation would be impeded and the State 
would have a mass of not very manageable assets with which 
to pay off State debt.) 

The Giffen valuation capitalises the profits of the business, 
whereas the Levy valuation would, in effect, capitalise the 
dividend. In the case of two companies, each makin|( £1,000 
profit, the Giffen valuation would be the same, say £10,000, 
but if nne is distributing £800 dividend and r^e^uag £200, 
whereas the other distributes the whole £1,000, the aggregate 
market value of the shares in the former will be sensibly less in 
normal circumstances than the latter. Although the existence 
the reserve strengthens the market value, it' does not do so to 
tW'eitent of tKe fuU^ capital in the resets, a bkd in himd 
being ’ivorth two in the bush,%> the avepge in^tor.^ For 
. t,. * BfUtih Ineomes, p. 41 % 
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this reason the capital valuation of shares may be somewhat 
less than a valuation of profits. (If it were attempted in 
the ‘‘ Levy ” to supplement the graduated tax on individuals 
. by a flat rate on the balance of capital in the hands of the com- 
pany, it could^ not be placed upon the reserves without de- 
ranging the applicability of the market quotation of the shares 
to the Levy valuation. To get at the true residuum upon 
which to place the flat rate and avoid this difficulty, it would 
seem to be necessary to face the formidable task of aggregating 
the evaluations of different classeis of shares and of subtracting 
the result from a capitalisation of the whole profits of the 
business, which in practice would yield some astonishing and 
anomalous results.) 

(3) The Giffen valuation ignores potential income, e.g., the 
building value of land now used for agriculture, ungotten 
minerals, etc. A , substantial sum must be added for this 
purpose. 

The capital returnable for estate duty does not differ mate- 
rially from the usual conception of capital returnable for a Capital 
Levy, except that the value of real property abroad belonging to 
British residents would presumably fall to be included in the 
latter. The highest estimate of pre-war capital wealth in private 
hands which can be made by working upon the values of estates 
returned for probate is £10,776 million, or £10,900 million^ in- 
cluding all small estates. (This represents Bs.) This is, 
of course, notoriously far short of “the figure reached by capitalising 
the profits assessed to income-tax at the source; but it is more 
comparable with the £11,250 million which we reach by capitalis- 
ing the income that is returned by individuals (Bg). To make a 
strict comparison ai^d reduce the two aggregates to like elements 
we should add to the valuation by incomes the sums included in 
the estate valuation for all future sources of profit (building values 
^nd ungotten minerals) and deduct from the valuation by incomes 
all sums accruing to individuals upon real estate situated abrd&d. 
It is probable that the difference between the two valuations 
would not be greatly changed after this had been done. 

We may now look at the three chief supplementary or partial 
checks upon these valuations. 

1. Valuation of Real Property. Separate estimates are obtain- 
able (a) by capitalising the income from real property reviewed 
for income-tax, (6) by multiplying the value of real property 

^ See ^*The Multiplier and Capital Wealth,** Jourrud of the Eoyal BtatUtical 
Smktyt July 15, 1915. 
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ia ©stains annually to find what the valuation would ie 

if all estates passed in the same year, and (c) by examining the * 
results of the special valuations for the new land taxes of 1910-11. 
Unfortunately the data are not in pari materia. 

The Schedule A (Income Tax) gives a value* of f4,507 million,^ 
but it does not include the value of land and premises owned and . 
occupied by railways, mines, gasworks, and other similar proper- 
ties. If this is estimated at 18 years’ purchase on the gross 
estimated value for poor-rate purposes as the only available indi- 
cation— it would give an addition of perhaps as much as f850 
million (out of the total capital of ^1,819 million), making about 
J66,360 million in all. 

The estate duty statistics show that up to 1914 the valuation 
of realty passing in any year had not exceeded £7Q million, and 
if we add the amount shown in personalty as out on mortgage 
we get £96 million. Further additions selected from the person- 
alty (such as “ share of deceased in real and personal estate as 
partner in a firm”) brings the total to a possible £120 million, 
and if the multiplier adopted for estates as a whole is, on an un- 
proved assumption,^ applicable to this class of property by itself, 
we have a total capital value (after adding the mortgages put 
with building and insurance societies, banks, etc.) of £3,800 mil- 
lion. This total does not include the value of land and buildings 
owned by limited companies (because for estate duty purposes it 
is covered by the value of shares as a whole), nor of property owned 
by corpcMrations, which do not die. There are no statistics indicating 
what this value would be, but reference to the comparative total 
profits of companies, and to values of trade premises,^ leads to the 
view that it could not exceed the £1,650 million margin remaining 
between the estate duty total of £3,800 million and the capitalisa- 
tion on income-tax data of £5,360 million. 

As regards the special valuation for the new land taxes of 1909, 
the last published figures are given in the 59th l^eport of the Com^. 
milfiioners of Inland Eevenue. The " total value in provisional 

^ British Incomes, p, 404. 

* /hid, pp. 30 and 471. 

* The aMiimption is that the proportion of the realty pasispg in each 
age group to the total realty in all groups is same as the pw^rtion of the 
whole eetates passing in each group to the total estates in all groups. It is in 
Hiii a^on tM diaturhing fetors as the Settlement Estate Duty have 

fullest 

* BriUtk Inemss, p. 122. 

s Bi^foare these statistics can be utilised, this statutory definitions and dls> 
tinctioiis betwefoi gross value, ^tal value, full site value, etc., must be cmlnlly 
stodied* , , ^ ^ . 
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valuations was £5J2Q7 million, and this represented nearly the 
whole valuation, as it was stated lecently for the Government in 
the House of Commons that any addition would be negligible. 
After making allowances for reductions on settlements of the 
provisional valuations;, the net result, including the valuation of 
the property of statutory companies at cost, might be put at £5,400 
million. To this we may add for Ireland (in proportion)^ £365 
million, and for perpetual ground rents, feu duties, etc., £145 mil- 
lion, making about £5,900 in all. Various other minor adjustments 
would be necessary to bring these different data satisfactorily or 
exactly into line, but enough has been said perhaps to indicate 
the degree of divergence involved. 

It is perhaps worthy of note that the material factor in the 
land values duties is, fbr the most part, not the total value,” but 
the site value, which governs the actual liability to duty, and 
which the owner generally desires to see as high as possible. More- 
over, unless an early use of the total value for estate duty purposes 
is apprehended, he will frequently be content to see a high total 
value too, for the sake of any bearing it may have upon sale and 
mortgage values. When we are looking for a valuation which 
will stand the strain of heavy taxation, we must accordingly not 
be too ready to abandon indications from sources which are already 
so used in favour of a more theoretically exact valuation, which is 
not subject to that precise test. Upon the whole, therefore, one 
would hesitate to agree that more than £200 million can be added 
to the Giffen valuation to get “the probable result of an ad hoc 
valuation actually bearing the Capital Levy ii> practice. But, 
apart from this, there is another important consideration. So far 
as the special valuation may show that the Schedule A, or the 
number of years’ purchase adopted for the valuation, is deficient 
in respect of premises and properties belonging to or used in busi- 
nesses, the deficiency cannot be treated as a net addition^ to the 
^ Giffen valuation, for the profits to be capitalised under Schedule D 
are pro tanto reduced. . Thus, if the total profits pf a concern are 
£10,000, of which £1,000 is charged under Schedule A and £9,000 
under Schedule D, it is of little avail, for the purposes of increasing 
the valuation, to prove that the true assignment to Schedule A is 
£ 1 , 200 . 

.2. The Capital in Manufacturing Industries, A further auxiliary 
check upon another part of the capital included in the valuation 
may be attempted by way of the Census of Production. In a note 
upon the capital employed in the United Kingdom in industries 
covered by the Census, the Report (p. 35) gives an estimate of 

^ BriHsh IncomeSf p. 160. 
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^l»40d to fl,§Cto million, obtained by using the ratio of capital to 
n# output which has been found to obtain in the United States. 

An ^analysis of the income-tax results, in order to obtain, for 
1907, those proper to the industries covered by the Census, has 
given (with additions for the premises occupied and for businesses 
exempt from income-tax) £198 million as the full profits, divided 
in such proportions between companies and private ownership as 
to lead with the methods and multipliers adopted in the situation 
(British Incomes, p. 405) to a total capital of £1,665 million. 

It would indicate therefore that no substantial change is 
necessary in this section of that estimate. 

^ 3. Capital invested abroad. Estimates on independent lines 

have been made of our investments abroad, putting it at some 
£3,500 to perhaps £4,000 million. (This^sum is, of course, not 
necessarily their actual market value before the war.) In the 
valuation from the tax data, railways out of the United Kingdom, 
Indian, Colonial, and foreign securities, coupons and other foreign 
income,^ account for £2,900 million, and a further £500 to £600 
million (or between £50 and £60 million of profits)^ is known to be 
included in “ Businesses not otlierwise detailed,” covering rubber, 
tea, oil, and mining companies abroad. We can thus account, in 
the ” Giffen ” valuation, for £3,400 to £3,500 million of •value 
remaining from the original investment,® and even if the tax data 
had given a valuation appreciably less than that obtained by Sir 
George Paish’s methods, it would be rash to say that on individual 
returns for a Capital Levy there would be acknowledged a wider 
range of investment than can be traced for income-tax purposes 
where assessments are made as far as possible at the source. It 
is doubtful if there is evidence to justify any addition under this 
head to the valuation in British Incomes, 

Altogether the subsidiary checks roughly applied t6 three 
different sections of the valuation for 1914^ cover a very large pro- 
portion of it, and do not in the writer’s judgment indicate that 
the capital in private hands which would have been returnable in 
practice for a Capital Levy before the war coui*^ ;have exceeded 
£11,600 million or have been less than £10,600 milliUn, 

11, — The Post-War Valuation. 

We have dealt at some length with known statistical facts sUp- 
il^ented hy est^ated elements in order to obtain as securely as 
possible that pre-war basis whidb is ed^tial to any estimate of 

f pp. 323 — 4P4. f * iMi*, 

* CoTTcspoiidi^' 9X1 “incottte” of E188 to £196 million. 
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po8t-ip(^ar values. It is now necessary to indulge in conjectures as^to 
conditions which will obtain after the war, and here, of course^ 
there is room for the widest differences of opinion. The following 
niodificatiorfs of the pre-war valuation arq put forward, not, in- 
deed, as prophecies, but as working assumptions and considerations 
of space prohibit any extended statement of reasons why they 
have been adopted. After allowance has been made for addition 
to or subtraction from the pre-war profits or their objective source 
during the war, the rate of investment-interest has been assumed 
to remain at the present level of approximately 5 per cent., and 
whjere prices are a relevant consideration, the assumption has been 
adopted that over the post-war years which enter into the purview 
of a valuation, they will be on an average level 25 per cent, higher 
than before the war. 

Chief Modifications Suggested, 

1. Lands and Farm Capital, In view of the conditions under 
which agriculture is being, and will be, carried on, an addition of 
£250 million (partly in the hands of the owners in increased rents 
and partly in the hands of .tenants as beneficial occupation). A 
further £100 million on the valuation of existing farm capital and 
£50 million on the business. goodwill. 

2. Houses and Trade Buildings, After allowing a deduction 
for repairs in arrear equal to three years’ normal repairs, an increase 
of £350 million on old values and £100 million net for post-war 
value of ww additions, less destruction during the war. 

3. Railways. A reduction of £200 million. ^ 

4. Consols, War Loan, etc. Taking the total State debt at, 
say, March, 1919, at £8,0(X) million, allowance has to be made for 
the amount lent by Allied Governments and Dominions and by in- 
dividuals resident abroad, which would not be shown on the returns 
of taxable persons. (Nothing falls to be deducted for loans to 
the Allies, for we are not here engaged in ascertaining the net 
State debt on which the taxpayers have to find interest, and 
therefore the extent of “ bad debts” is not material.) Further 
allowance has to be made for parts of the debt which stand below 
par, or have depreciated {e,g., the unconverted pre-war Consols) 
and for the extent to which the very considerable holdings by 
companies, etc.f will be imperfectly reflected in the market values 
of shares in the hands of individuals, after alteration in dividend 
and the increased reserves has had its market effect. Although 
there are several highly speculative sums involved, it seems prob^ 
ahle that the net addition to individual returns will be between 
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i64,500 and iBB^OOO million, and the latter figure, in a vein dt opii- 
mism, is the olie here adoptel. This factor in the estimate which 
is often regarded as the most certain is actually the most doubtful. 

6. Fbreign Investments generally. A somewhat fashionabie 
estimate of our net sales of investments abroad is £1,000 million . 
It is possible that not more than £800 million of this would be 
directly reflected in individual investments to be retuirned for 
taxation. 

6. Businesses generally. When a more stable level of prices 
and profits is within sight, it is possible that the aggregate profit 
will be in excess of pre-war profits (even after allowing for the 
loss of goodwill and dislocation caused through the war), but that 
it will be capitalised on a lower basis, and that in the net result 
the alteration may not be great, but the conditions are too specu- 
lative for any change to be set down. 

7. Income of Non-income-tax-paying Classes derived from 
Capital. Looking carefully to the context of this sub-head,^ and 
to the pre-war exemption limit, a small increase only can be 
assigned — £60 million.* 

8. Movable Property not yielding Income {Furniture, etc.). 
The effect of actutbl scarcity and the general i«:ice level may be 
reflected in an addition of £400 million. 

These adjustments result in a net addition of £5,250 million 
to the individual wealth which would be both subject to, and 
likely to be revealed for the purposes of, a Capital Levy as generally 
put forward by its protagonists. Where the larger adjustments 
are themselves highly speculative, it would be idle to spend time 
in the eteboration of smaller features. It may therefore be said 
(with all the reserve that the nature of the subject demands) that 
the capital wealth of the United Kingdom in private httnds as at 
March, 1919, which might come practically within the rang^ of a 
Levy, Would be, in the neighbourhood of £16,(X)0 million. But it 
cannot be made too clear that this has no Difference to the aggre- 
gate national wealth as generally understood. 

In conclusion it may be remarked that upon a rough analytical 
estimate probably 55 per cent, of the total would be susceptible of 
close Or approximate valuation upon readily available lipes (e.g., 
Ihorfgages and loans fixed in amount and fully secured ground 
renia, and secured investment inccane subject to market quota- 
licHs), and the balance of 46 per cent, {e.g., marginal values of 
pwoper^ %s its charges, ordinary shares, p^sonal properly, 
WO& the real crux of the practical prcbiem. 

'it ' 3 

1 W. 



. THE TAXATION OF LUXUEY. 


Advocates of “ luxury taxes ” were not unknown before the 
war. Among the Germans, Albert Schaffle in 1894 and Franz 
Graf in 1905 had urged the development of this type of taxation ; 
and in France in 1895 Louis Courtray published a slender volume 
on the subject, in which he favoured the extended imposition of 
taxes upon luxury.^ But the devouring needs of war finance, and 
the contrast between the hardships of life at the front and the 
unaccustomed luxury which war wages and war profits have 
made possible for many civilians, have combined to give the 
taxation of luxury an important place in thg Budgets of France, 
Germany, and Great Britain. In each case the new development 
has taken the form of a tax upon purchases. 

France led the wfty. The law of December 31st, 1917, provided 
for (a) a tax of 20 centimes per 100 francs, or 0‘2 per cent, on 
ordinary payments over 10 francs in amount, (b) a tax of 10 per 
cent, on dipenses de luxe. The latter include three claeses of 
payments— those for articles which are classed as luxuries in 
any case, those for articles which come within the class of luxuries 
only when their prices exceed certain specified figures, and those 
for food, drink, or lodging at an itdblissement de luxe. In Tegard 
to the second of these classes it should be noticed that the tax is 
charged upon the whole price of the article and not merely upon 
the excess of its price over the non-luxury limit. Purchases 

^ 1 Vidt Albert Schaffle ; Deutsche Kern und Zeitfragenf Berlin (1894) ; Franz 
Oraf t Dm Problem der Luxussteuern, Berlin (1905) ; Louie Courtray : Les impdts 
sur le luxe, Paris (1896). Schaffle's scheme was apparently for the taxation 
of articles of luxury in the factories or shops. He says, enthusiastically 
(p. 42?) : “Es ware eine Gebrauchsbesteuerung vor dcm Uebergang in den 
Gebrauch, vor der Zerstreuung in jene hauslichen Mdbel- und Kleidermagazine 
des Salone und der Spinden, eine Besteuerung, die so den ganzen gewaltigen 
Gmfang des Gebrauchsluxus aller Art erfassen und dennoch fur den Konsumen- 
ten nicht wahmehmbar sein wdrde.” Graf’s book I have not seen : it is not in 
any of ^e chief librari^ in London. But thire is a short account of it in the 
article on Luxussteuern by ]||^1 Mamroth and K. Th. von Eheberg in the 
ffandmU^erbuch dtr StmUwuseneckaften (1910), Vol. VI., p. 561; and some 
additional particulars may be found in E. B. A. Seligman t Pro^hssim 
Princeton (1908), p. fi. Louis Courtray shows interest in Butch and Belgian 
taxation, and is favourable to the tax on servants proposed by M. Burdeau in 
1895, but argues that tax should be profflmBsiye. 
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made by traders for re-sale are exempt.^ The French 
Luxury Tax came into force on April 1st, 1918; but it is 
retrospective and affects purchases made since the beginning of 
the year.^ 

The German scheme, which comes next in date, is on similar 
lines.* It provides for (a) the increase of tlie already existing 
tax on payments (Ummtzsteuer, or transaction tax) from 1 per 
1,000 to 5 per 1,000, or | per cent., (b) the extension of this tax 
to services as well as purchases of commodities, and (c) the im- 
position of a tax on the purchase of luxuries, which amounts to 
10 per cent, in some cases and 20 per cent, in others, goi^e of 
the articles liable to the 10 |>er cent, tax are only so liable when 
their prices exceed those given in the schedule. I have seen 
nothing to suggest that the tax is not levied, as in France, on the 
whole price of these articles. The luxury tax is limited to trans- 
actions in the way of retail trade (im KleinhandeDf but appar- 
ently this limitation does not apply to the ordinary transaction 
tax, which may be ie vied several times upon the same article as 
it passes from one hand to another during the various processes 
of manufacture and wholesale trade. ^ It seems that the law as 
passed is to have retrospective force in regafd to the taxation of 
luxuries.® 

The English project is avowedly modelled on the French tax.^ 
It is intended to tax the purchase of some articles in all cases, 


^ Vuie Copy of Explanatory Statement on the French Tax on Luxuries : 
Ordered by the House of Commons to be printed, May 9th, ^1918 (White Paper, 
No. 57]. In the statement in the text I have omitted some exceptions and qpali’ 
Scations for the sake of brevity and dearness of outline, e.p., payments between 
10 fr. and 150 fr. are exempted from the tax of 20 c. pet 100 fr. ** if no document 
certifying payment is exchanged.’^ 

S TKt Economutf June 1st, p. 942. 

4 A full account of the new German tax-proposals appeared in the Frank- 
furter Zeitung of April I8th, and a briefer one in the Hamburgucher Correspon- 
dent of April 19th. 8ince then the new taxes have become law, but I have not 
yet seen a text of the law as passed, so I cannot say whether the text of the 
proposals as given in the Frankfurter Zeitung has been amended to any extent. 
According to an article in the Economist of May 18th {p. 778), considerable 
amendment of some of the new taxes was expected. 

5 Fide The "Economist, May 4th, p. 705. 

^ This is implied in a summary which 1 have seen of Professor J. BtumpFa 
artide in the Berimer TageUatt of June 20th. That the tax should either be 
retrospective or ahould be pw>visionaily enforced in the meantime by an 
of die Federal Council was demanded by a writer in the Frmkfurter Zeibung of 
^ Aparil 1^ m the gtound that so nort^h trade in luxury would take place between 
and the pming of the )m» 

f VUs by th» OhauceUmr of the Ex^equer in the Souse of 

MB 106, So. 33^ cols. 7lh-7l7J. For 

pwipoildis, ndc Import of the Select Committee? White 
^ Palw, So. IC 1918. - 
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that of others only when the defined priee limit for the article 
in question is exceeded. The tax is also to appljr to goods, services 
or accommodation supplied at places of luxury/’ The tax is 
to he levied on the whole price paid in all cases. On the other 
hand the English scheme is distinguished from the French by the 
fact that it is not accompanied by a general tax on all payments 
and by the fact that the rate is to be 2d. in the shilling instead 
of 10 per cent. An important differentia is provided by the 
recommendation of Mr. F. D. Acland^s Committee that, instead 
of certain hotels, etc., being classed as “ places of luxury,” liability 
to the luxury tax should depend on the prices charged at such 
establishments. It is not apparently intended to make the tax 
retrospective. 

Thus the French taxes are the lowest. The German transac- 
tion tax is more than double the French tax on payments ; and 
the rate of the English luxury tax is more than half as high again 
as the French luxury tax and ordinary tax on payments added 
together.® It has been estimated that in a normal year the French 
luxury tax will produce a milliard of francs and the tax of 0*2 
per cent, a further 300 million francs.® The German estimate is, 
however, only 200 million marks for the yield bojjli of the tax 
on luxuries and of the extension of the Umsatzsteuer to services, 
though on the other hand the raising of the Umsatzsteuer to J per 
cent, is expected to produce an increase of revenue amounting to 
about a milliard of marks.^® Of the yield of the English tax no 
estimate appears to have been . published, but in well-informed 
quarters the hope is entertained that a revenue of from 25 to 30 
millions sterling may be received. 

A detailed comparison of the schedules of articles classed as 
luxuries would be inappropriate here ; and in a thorough criticism 
of them it would be necessary to make allowance not only for 
diflereiices in manners and fashions and the special circumstances 
of the present time, but also for any other methods by which 
” luxuries ” are being taxed in each country — as, for example, for 

8 The Chancellor of the Exchequer said in his Finwicial Statement ; “ With 
regard to the amount of the tax, the French rate of the tax if 10 per cent., but 
they have in addition a tax on retail turnover irrespective of whether the article 
is a luxury or not. I do not ask the House of Commons to adopt that tax. I 
propose, therefore, to [? impose] a purely luxury tax on rather a higher scale 
of duty than was taken by the French Goyarnment. The rate which I propose 
... is twopence in the shilling, or one-sixth of the amount ’* (vide ibid., col. 
717). As per cent. and the two French taxes together amount to 

10^2 per cent., it is rather difficult to understand tirhat exactly- is implied by the 
ward “therefore in this passage. 

8 I am indebted for these figures to M. Avenol, of the French Ministry of 

10 Vide Hamburgiteker Oorreepandent, April 19th. 
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the liquor du^es, the entertainment tax, the game lieences, etc,j 
in (3^reat Britain. At the same time the main points of likeness 
and differer«56 belween the three schedules may be indicated, as 
they have considerable impoitance for the general criticism of 
the taxes. Jewellery, motor-cars (for passengers), motor-boats, 
and antiques are classed as luxuries, whatever their price, in all 
three schedules, but the English list makes an exception in the 
cases of plain wedding rings and of taxi-cabs, motor omnibuses, 
doctors’ cars, etc., and the German, in the clause which deals 
with antiquities and objects of collection, contains the saving 
clause “ so far as these objects are not usually collected chiefly 
fca* scientific purposes (zu wissenschafilichen Zweckevi)}^ Billiard 
tables and their accessories, perfumes, live game, hunting gar- 
ments, liveries, and liqueurs are classed as luxuries in the English 
and French schedules irrespective of their price, but none of 
these articles appears in the German list at all. Paintings, draw- 
ings, and sculptures are essentially articles of luxury in the 
English and French classification : for the Germans these things 
are luxuries ’* only when their price exceeds 3(X) marks. In 
each country there is exemption for works of art sold by the 
artist himself, and under certain conditions this exemption is 
extended, in the German scheme, to near relatives and, in the 
English, to the artist’s agents or executors. Furs are classed as 
luxuries apart from price in the English and German schedules, 
though the German plan excepts sheepskins and fur trimmings. 
In France furs are only subject, to the luxury tag if their price 
exceeds 100 francs, or 60 francs in th^ case of ** pelleterias/’ 
Horses, ponies, donkeys, and mules for jdeasurc purposes are 
essential luxuries in France. They do not Come into the German 
scheme at all; -and only horses whose price exceeds J6160 are 
classed as lltxuries by the English Committee. The French and 
English schedules treat pianos other than upright pianos as luxu- 
ries whatever their price, but in Germany only mechanical Spiel- 
wetke such as gramophones, pianolas, “ orchestrions,*’ and their 
accessories are. treated in this way. According to the French 
scheme an upiSght piano or a harmonium is a luxury when its 
price exceeds 1,200 francs, and other musical instaruments (m- 
clu<hlig phoncgraphs, gramophones^ etc.) are luxuries if moce 
than 160 fnmcs is paid for their purchase. In tibe English scheme 
gramophones, etc., are essential luxuries, and non-luxury price 
lunite a&e fixed; for upright pianos (£40), harmoniums (£20), 

' ■ ■ ^ 

U Jewelry,. metals, etc., goods plated with precious metal form 

the claas whirii ip taxed at 20 per cent, in the Oerman scheme. 
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violins and other mnsical instruments (^61). In addition t% 
the mechanical Sptelicerlce mentioned-above, the Germans appar- ^ 
ently only subject pianos and harmoniums to the luxury tax, and 
these only if* the price is more than 1,000 marks. Small ai'ras 
(Handwaffen) are in any case luxuries in the German schedule, 
and sporting guns are similarly treated by the French ; but in 
the English scheme firearms are only treated as luxurie%when 
the price exceeds £15. In regard to goods which are Jo be sub- 
jected to the luxury tax if sold beyond a certain price, the most 
noteworthy point is the tenuity of the German and the length 
and elaboration of the English and French schedules. Furniture, 
china, pottery, glassware, and clothing figure largely in the latter ; 
but the German tax does not touch these goods at all, except jn 
so far as some of them might come under the heading of antiques, 
and except as regards clothing made of fur. The only textiles in 
the German list are carpets and tapestries — Teppiche, einschliesst^ 
Ihh Wandteppiche — costing more than 200 marks. On the whole 
the resemblance between the French and the English schedules is 
considerable, though the former tends to be less detailed and dis- 
criminating — making no distinction, for instance, between boots 
and shoes. Cigars, cigarettes, and tobacco figure in the English, 
but are absent from the French scheme, no doubt because of the 
Government monopoly. A curious difference, in which national 
prejudice seems to show itself, as in the case of horses, lies in the 
fact that the luxury price-limit for a dog is 40 francs in France, 
while Mr. Acland’s Committee proposes to fix it at £5. Books 
other than limited fine editions are not subject to tax in France ; 
but the English proposal is in addition to include (o) books pub- 
lished before 1870 if the price per ^olume exceeds £1, and (b) books 
published in 1870 or later if these are bound entiiely in morocco 
or vellum and cost more than £1 15s. a volume if of aK>wn octavo 
or larger size, or more than 15s. a volume in the same of smaller 
sizes. The different treatment of services in the three countries 
deserves notice. In France payments between private persons 
and not in the way of trade (e.g., salaries) are subject to the ordi- 
nary tax of 20 centimes per 100 francs, while payments for 
services at Stahlmements de luxe are also subject to the luxury 
tax. The wording of the law is not very clear, but apparently 
services such as shaving and boot-bkicking are not liable to tax 
in France. In Gennany all such services are liable to the tax 
of J per cent. In the English scheme, apart from accommodation 
in hotels or lodgings, which is reckoned as a luxury if the prices 
for rooms of different descriptions exceed certain specified sums. 
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the eaiy seiVidtes subject to tax are those connected i#rith hair- 
li3r€»siog, which are classeditas luxuries if the charge exceeds is. 
in the case of women or 2». in the case of men. Lastly, it is 
interesting to notice one very remarkable feature of the English 
schedules, "l^e list of “ essential luxuries ” includes “ rents or 
othCT pajmaents fwr netting, fishing, or shooting rights, or accom- 
panying accommodation excspt where such netting or fishing 
rights are utilised solely for trade purposes.” The extension of 
the tax from purchases to hirings implied in this clause is obviously 
more far-reaching than that implicit in the inclusion of expensive 
hotel accommodation ; and it is difficult to see why the principle, 
once introduced, should stop short at sporting rights. The pur- 
chase of a pleasure boat is taxed, but pleasure boats are more 
often hired than bought, and the hiring goes scot free. It may, 6f 
course, be urged that sporting rights are usually hired for a whole 
spason and that the occasional temporary hiring of a pleasure 
boat, if a luxury, is not an expensive one. But this objection 
cannot be raised to the argument that it would be logical to in- 
clude the rent of houses, other than shooting boxes, at least if 
these are rented for holiday purposes. Apparently, in the judg- 
ment of Mr. Acland’s Committee, it is luxurious to hire an 
Q|;pensive room for a day or a week, but not luxurious to rent 
a country house for the whole of the summer or for the hunting 
season, at least if one furnishes it oneself ! This anomaly, how- 
ever, raises certain questions of principle which had better be 
considered later. 

Only in Prance has the new taxation had a trial as yet, and 
though the tax has not even there been in operation sufficiently 
long for its results to be manifest, the experience gained so far 
has been anything but encouraging. There has been a storm of 
hostile critkliBm. A number of Chambers of Commerce have 
passed resolutions against the tax, or have urged its’modification.^® 
It is urged that the luxury tax hits industries which are of great 

12 Vuie The Economitt, June 1st, Jane 8th, June 29th| pp. 944, 979, 1081. 
A meetinig af the presidents of the various French Chambet^ of Commerce on 
June 4^ passed a resolution protesting against the tax and urgii^ that, if 
maintained, it thould be limited in operation to tbe duration of war and, 
in the caee of luxuries which only come wilhin that dais when a price limit is 
exceeded, shouM be imposedi not upon the whde prii^, but only upon 
amount by which the price exceeds the nonduxury limit. This last point 
tepremts the view of the origtnal Commission which drew up schedutmi : 
the hi the pdee to taxation was a modification introduced by 

tm Committee hf the Ohambrn' ^ Deputies teide White 

l^apet^ So. ol p. % S fesois to Iwa general impression that 

% tWch ¥ altm^ ih some reapecls. 
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importance to the mdustriyeil prosperity of France.'® It is asserted 
that it encourages the manufacture of cheap and tasteless articles.^* 
une prime a la camelole** was the exclamation of M. 
Lucien Hubert in the Senate. It is pointed out that in some 
occupations it is necessary, in others luxurious, to be well dressed.^® 
The retrospective operation of the tax has been criticised with 
special severity.^® Difficulties have occurred in the process of 
determining which establishments are to be treated as itahlisse^ 
merits de luxe. The effect of the tax in increasing the labour of 
bookkeeping for traders has added to its unpopularity.^^ Attention 
has been called to the difficulties of administration, difficulties 
which must clearly have the effect of making the cost of collection 
very great. Especially instructive from this point of view is the 
following sentence from an article by a collector of taxes which 
was published in the Bulletin hebomadaire de V enregistrement : — 
Tres humblement, j’avoue que je comprends Tembarras de 
r administration et que je arrive pas a concevoir comment elle 
pourra resoudre les difficultes, a mon sens insolubles, que soulfeve 
la perceptiou du droit de timbre sm' les payemedts commerciaux 
et les objets de luxe.’*^® 

Before the end of May attempts to evade the tax had already 
attracted the attention of the Government.^® Lastly, the yield 
of the new taxation has been disappointing. In the month of 
June the revenue obtained by the tax on payments (which appears 
to include the 10 per cent, tax on luxuries) was 11,876,500 francs 
as compared with an estimate of 25 million francs for that month. 
In July the yield was 10,306,500 francs as conjpared with an 
estimate of over 32 million francs. The Ministry of Finance has 
thought well to issue a notice attributing this poor yield aux causes 


Le Temps, April 10th, May 9th; cp. The Economist, June 8th, 
p. 979. ^ 

14 Vi4e Le Temps, May 9th. 15 Vide ibid., April 6th. 

i« Vide \Le Temps, April 10th ; — “Les r^glements du moyen &ge sont de la 
HberU aupres des chaines nouvelles. Centre cette solution rigoureuse r6quit4, 
ceries, protestait. Des transactions seraient frapp4es, pour lesquelles ni 
Tacheieur, ni le vendeur n’auraient pu tenir compte de rimp6t.” 

17 Vide The Economist, June Ist, p. 942, Professor Stumpf, criticising the 
German tax, mentions the trouble it^ will occasion to traders ; vide Berliner 
Tagehloit, June 20th. 

18 Quoted in Le Temps, May 28th. Le Temps adUs ; “L’auteur d^montre 
ensuite qu*on aboutira i une inquisition intolerable et 4 la creation d'une 
multitude d’emplois nouveaux.*' Prof. Stumpf {op. cit.) speaks of the labour 
the detman tax will entail for the Government Departments concerned. 

Jie Temps of Hay ^th publishes a notice issued by the Ministry of Finance 
whic^ states that ceiiain traders are evading the luxury tax, and threatens 
severe measures. 
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^^OMogires d^jd signalies qui- devaiewt ralentir pour les premiers 
mois h perceptiofi des recettes primes.^ 

It remains to consider all this new taxation in relation to 
general principles. There are two grounds on which it is possible 
to defend the taxation of luxury. It may be defended as a means 
to the discouragement of luxury, and that either because certain 
luxuries are held to be harmful in themselves or because luxurious 
enjoyments absorb productive resources which might be more 
usefully employed in satisfying the more urgent wants of persons 
other than those deterred from luxurious gratification by the tax. 
On the other hand, luxury taxes may be defended as an instrument 
for securing revenue from those whose expenditure upon commo- 
dities for which their need is small indicates that they have money' 
to spare. From this point of view a tax upon luxury inay be 
regarded as a supplement to the income-tax, intended ahtomatic- 
ally to level up its inequalities and, like the abatement allowed 
for children,- designed to make the distribution of sacrifice approxi- 
mate more closely than would otherwise be possible to the require- 
ments of justice. Since the question of harmful luxuries is, apart 
Trom liquor taxes, one of no practical importance, one may con- 
clude that luxury taxes stand or fall, on the former ground, accord- 
ing to their success in effecting the diversion of productive 
resources to more useful purposes, and on the latter ground, 
According to their efficiency as comparatively anaesthetic extractors 
of revenue. . 

The schedules examined above have clearly been drawn uj) for 
revenue purposes As regards the English tax the Chancellor of 
the Exchequer said definitely : “ I have pot it on mainly for 
revenue,” though he added the qualification, “ but I do not think 
that there is anyone in the House or out of it who will doubt 
that at a time like this if it can be arranged it is a good thing in 
the national interest to make it more difficult, apart from revenue, 
for people to spend money on articles of pure luxury.”®^ The 
inclusicm of antiquities and works of aft in the schedules of all 
three countries, the mention of “ postage stamps bought at more 
than their face value ” in the .English list of essmtial luxuries, 

2!0 Vide Le Tenths, July 12ibh, Augaat 13th, 

21 Vide Hansard, he, cU,, coh, 716-717; The em^Misis is 4iSerexi% hdd in 
the Final Beport of the Committee on Commeroial and Industrial Policy 
the War, The Committee say : Wasteful conspmpricm can be directly checked 
by the imposition of duties 'Customs and Excise and licence duties upon 
loxnriesi In our opinion taxes of this nature ahould be spread over a consider- 
ahdy wid^ field t^n at present send should be judged upon 'their merits as 
cherics upqn consumption as well as^by the amount of revenue product by 
Fide «d. 9035 (IdlB), p. 42. 



1918] 


THE TAXATION OE LTJXITRY 


295 


and the lower non-luxury price limit fixed by the English Comr 
mittee for books, published before 1870, prove" beyond question 
that revenue and not economy of productive resources is the aim 
and object ofthe new. taxation. The price of commodities such 
as these does not vary with the amount of labour and capital 
employed in rendering them available for the consumer, and if 
the aim is to economise labour and capital, there is no point in 
discouraging people from paying high prices for rare postage 
stamps, or old masters, or early folios of Shakespeare, or violins 
by Guarnerius. From this point of view more harm is done by 
buying three cheap newly-made sofas than by paying £200 for 
a Chippendale settee. 

It is, then, as instruments for raising revenue that the new 
taxes deserve to be considered ; and on this ground several points 
should be noticed. 

1. The main objection to the taxation of luxury as a means 
of raising revenue is well known. It has been concisely expressed 
by Leroy-Beaulieu : “Ainsi on se trouve en presence de ce di- 
lemme : avec des tarifs mod4r4s les taxes somptuaires sont peu 
productives; avec des tarifs tr^s elev4s elles le seraient, sans 
doute, encore moins.” ^ 

2. The difficulty of preventing evasion and the ’general com- 
plexity of administration attaching to a tax on retail purchases 
must make the* cost of collection very considerable. It should 
be noticed, too, that the real cost of collection will be very much 
greater than will appear in the national accounts. For the collec- 
tion of the tax will depend, to a great extent upon the unpaid 
services of the shopkeepers ; and it is only reasonable to regard 
the additional trouble it will cause to them as being part of the 
cost of collection. 

^ Vide. Paul Leroy-Beaulieu ; Traiti de la science des finances [7th edition], 
t. I., p. 620; cp. C. F. Bastable : Public Finance (3rd Edition), p. 499; also 
Adolph Wagner ; Finanzwissenschaft : zw. Th. (1880), p. 487 : — “Denn wegen der 
Willkiihr in der Wahl der Objecte und wegen der leicht drohenden Einsehrankung 
des betreffenden Besitzes sind hohe Steuersatze, desw^en und wegen der meist 
geringen Verbreitung solchen Luxusconsums ist wieder ein hoher Steuerertrag 
ausgeschlossen. ’ ’ 

28 As Mr. Herbert Samuel said in the House of Commons, “ The Chancellor 
of the Exchequer has an ingenious idea of turning every shopkeeper into an 
Exciseman ” ; vide Hansard, Vol. 105, No. 34, col. 876. Mamroth and Eheberg, 
in criticising the schemes of SchafHe and Graf, lay stress upon the difficulties 
of administration : — *' Allein die praktische Dutchf tihrung einer derartigen Luxus- 
besteuerung, namentlich einer aflgemeinen, bote grosse, kaum zu uberwindende 
Schwierigkeiten,*’ vide op. dt., p. 651. Danger of evasion by pedlars in the case 
of jewellery was remarked upon by several witnesses before Mr. Acland’s Com- 
mittee, vide Report, p. 10; cp. Prof. Stumpf, op. eit. Ease of evasion in regard 
to furniture is mentioned in the Memorandum by Mrs. Vaughan Nash and Miss 
Markham; vide Report, p. 15. 
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3. The case for the new taxation rests upon the assumption 
that the tax will fall upon the consumer^ whose luxury is a measure 
of his ability to bear additional taxation. But this assunaption 
is too sweeping. The normal tendency of a tax on commodities 
to hit the holders of existing stocks of them at the outset has 
special strength and importance here. It may be true that the 
demand for really expensive luxuries is comparatively inelastio.®^ 
But apart from this limited class of goods the tax will often tend 
to be paid, in part, at least, not by the wealthy consumer but by 
the necessitous tradesman. Ex hypothesi the need of consumers 
for articles of luxury is slight : if it were not slight, no one could 
pretend that the tax had any “ anaesthetic ” virtue. But the pro- 
ducer’s need of disposing of his stock of goods is a very real ' 
need, which the rise in the cost of living may have made ^ more 
urgent. And with regard to certain important classes of luxuries 
(e.gf., antique furniture and old books) it is with the sale of existing 
stocks and not with the production of newly made articles that 
we have t<) do, while shortage of labour and other conditions im- 
posed by war have put many other articles (c.g., pianos) in almost 
the same position. If hardship caused by the tax should force any 
of the “producers” of such commodities {viz,, dealers) out of 
business, the immediate consequence would be, not a restorative 
shortening of supply, but rathei a cheapening of the articles in 
question as the result of forced sales. Again, makers of and dealers 
in articles of luxury have specialised skill and knowledge in a 
high degree. Such persons will therefore prefer a considerable 
loss of profits, or, in other words, will prefer paying a great 
part, if not the whole, of the tax, to the extreme measure of seek- 
ing alternative employment in which the whole advantage of their 
special qualities would be lost. Thus one may conclude that there 
will be a distinct tendency for the tax on luxurious purchases to 
be paid, in part, at least, in many cases, by the “ producer.” 

4. Evasion of the tax will be easy in regard to commodities which 
are only classed as luxuries when their price exceeds a specified 
sum. The effect of the tax in these cases may often be to lower 
the price of the article until it is just under the prescribed limit. 
In that event, the consumer will get his luxury cheaper, the 
dealer will be poorer, end the Exchequer* will receive exactly- 
nothing.^® 

5. It is possible that the taxation of luxuries may react to 

2* tid$ E. A. SeligBoan : Tie Shifting and Incidence of Taxation^ 2nd 
Bditjon (t888), p. 169. 

. its CpCAntmx |o the Chairman’s Dhift Report ; Report of Select Committee, 
p. 27. ' 
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some extent upon the consumers of commodities which are i^t 
classed as luxurious. The burden of taxation fnay, for example, 
diminish the effective demand for pianos costing more ihan £40, 
and people ihay buy cheaper ones instead. But, as the supply 
of pianos is practically limited under present conditions, the 
increased demand for the cheaper classes of pianos will tend to 
raise their price for everybody. Even when existing stocks are 
sold and it is a question of newly made articles only, this type 
of reaction will continue to be felt m regaid to goods produced 
under conditions of diminishing returns, if the demand diverted 
from the dearer articles of the class is a considerable proportion of 
the total demand for the class of goods in question. 

6. The theory of the taxes is that they will be little felt, since 
they press only upon luxurious consumption. But it is a familiar 
maxim of public finance that a small but unequal burden is often 
more grievous than a heavier burden which either is or appears 
more equal in its incidence.. And, quite apart from the tendency 
mentioned above for the tax to fall in certain cases upon pro- 
ducers whose taxability is no greater than that of producers in 
trades unaffected by the tax, the inequality of the taxes under 
consideration is gross and patent : — 

(u) There is inequality as between those who indulge in a 
few expensive luxuries anvl those whose delight is in a multitude 
of cheaper articles. “ It is difficult,” writes Mr. Hartley Withers, 
“ to draw a line between luxirries and necessai'ies, because the 
difference is often not one of kind but of number.” Obviously 
a woman who buys two dresses at £7 apiece is more luxurious 
and is exhibiting more “ taxability ” than one who buys a 
single dress for £8; yet under the scheme prqposed for this 
country the latter would be taxed and the former would go 
free. 

(b) There is inequality as between those who already possess 
articles of luxury and those who buy them after the imposition 
of the tax. If the taxes were imposed only upon articles which 
are objects of frequently recurrent expenditure (e.g., clothing, 
cigars, wines, etc.) this inequality would be of comparatively 
small moment. But when durable commodities — furniture and 
pianos and such things as people buy perhaps once in their 
lives — are included, the injustice is serious. Why should the 
luxury of the newly married be taxed and that of people whose 
households are already established go scot free? The fact that 

^ 26 Vide Hartley Withers : Poverty and Waste (1914), pp. 60-61. 
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tjie new taxation is imposed only upon purchases has produced 
the most absurd anomaly in regard to the most typical of all 
expensive luxuries — the occupation of large and expensive 
houses. You cannot regard the purchase of a house as luxurious 
expenditure : it may be simply an investment, like the purchase 
of War Bonds or the purchase of a farm. But you tax the 
purchase of an expensive meal in an hotel, hence also the hiring 
of a bedroom for more than a certain price. And, to be logical, 
you treat lodging-houses similarly. But there you stop short, 
for to tax the occupiers of houses would be to go beyond the 
scope of a tax on purchases. And so, if the proposed scheme 
becomes law, the man who hires expensive lodgings for a week 
at the seaside will be taxed for his luxury, but the man who 
occupies a mansion in Park Lane and two or three country 
houses as well will be entirely untouched by the new tax. 

(c) It is not, perhaps, straining the sense of “ inequality ’’ 
too much to suggest that the absence of progressive rates makes 
a tax on luxurious purchases necessarily “ unequal.” If equality 
requires the differential taxation of the luxurious, it also surely 
requires that those who spend a great deal on luxury should 
be taxed at a specially high rate. But graduation in a tax on 
purdbases is impossible : you could only have a progressive rate 
on the amount of each separate purchase, and the man who 
made many small purchases would then have an unfair 
advantage. 


It will be noticed that most of the objections considered above 
are objections, not to the particular schedules which have been 
examined, but to the whole project of raising revenue* by means 
of a tax on luxurious purchases. It does not follow that all forms 
of luxury taxation are similarly objectionable. A great deal might 
be said for the imposition of really repressive taxes upon a few 
of the most important luxuries, care being taken to limit the 
scheme to luxuries which (a) absorb productive resources that 
might serve more useful purposes and (b) are susceptible of 
graduated taxation. A progressive tax on the employment of 
servants at once suggests itself. The machinery of the National 
Insurance Act would provide a check upon evasion ; and Dutch ex- 
perience might be useful in arranging the details. Again, the In- 
habited House Duty might undeigo radical alteration and develop- 
ment. At present the graduation stops with houses whose annual 
value is though the value of the houses above this line repre- 
jiented iu 1905^1906 (the last year for which I have figures at hand) 
more than ti^o-fifths of the annual value of all those charged to the^ 
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duty. It is obvious that if a man occupies more than one house 
the value of all those he occupies added together should be the 
determinant of the rate which he should pay, though it might be 
difficult to prevent fraud if this was the rule. That some abate- 
ment should be allowed for the number of a man’s family will 
clearly be desirable in the cases of both the servant tax and the 
house tax. In regard to both taxes it may be suggested («) that 
the object would be not revenue but the suppression of waste and 
(ni) that the present is an opport^me time for the initiation of 
these taxes, because discharged servants would be in no danger 
of unemployment and the great need for hospitals and convalescent 
homes would readily absorb any large country houses which might 
be thrown on the market as a result of taxation. 

Beginald Lennard 



THE COLLAPSE OF THE FKENCH ASSIGNATS. 


The history of the Assignats falls into three periods. During 
the first, the period before the Terror, the growing inflation 
worked its full effects under conditions of economic freedom. 
During the second, which coincides with the Terror, recourse was 
had to violent measures to counteract the effects of inflation. "The 
third period, which begins with the end of the Terror, saw the 
discredit and final disappearance of the whole system of the 
Kevolutionary paper money. It is this last phase, which was pro- 
longed over a period of two years and which has received less 
careful treatment than the others at the hands of historians and 
economists, that I propose to describe. But before doing so a 
brief survey of the earlier developments will be useful. 

The Eevolution originated in financial difficulties. But far’ 
from relieving the embarrassments of the State, it only intensified 
them. Unpopular taxes were repealed. Compensation was voted 
for feudal privileges abolished. The yield of the remaining taxes 
dwindled. The provision of the immediate means of pajrment 
became urgently necessary. Necker, the Minister of Finance, 
attempted to borrow, but his loans were little more than half 
subscribed.^ In the confiscated lands of the King and clergy, the 
State had become possessed of a capital asset more than sufficient 
to cover the accumulated deficits of many years. The bieng 
mtiomux are believed to have been worth 3,500 millions of 
livres, while the whole expenditure of the Budget was some 500 
or 600 millions, and the deficit for 1789 was estimated at 162 
millions.® Here was a guarantee of solvency, but the problem was 
to make it immediately available. A succession of forced sales 
would sacrifice a great part of its value. It was decided to issue 
a papCT security which could be used in the first instance for paying 
Goven^ment obligations, and could be received in payment of the 
purchase price of the public lands. First, in December, 1789, 
U||£re{^l^aring bonds ; in April, 1790, came legal 

1 Stonrm, Pinaneu de VAncitn Bigiwt et de la Rivolutian, II., 253-7. 

* StowB. II., 274. 
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tender notes, but still bearing interest. In September, 1790, there 
followed an issue of paper money pure and simple, legal tender 
and bearing, no interest. By that time the total authorised 
issue was raised to 1,200 millions. In June, 1791, a further 
issue — fixed at 600 millions — became necessary. The total ex- 
penditure from May 1st, 1789, to July 1st, 1791 (two years and 
two months), was 1,719 millions, and the revenue only 470 mil- 
lions, making the deficit 1,250 millions. * 

In November, 1791, the Assignat was worth 82 ^ per cent, of 
its fa^'e value, and with the growing inflation and the approach 
of War was falling rapidly. War was declared on Austria in April, 
1792. In June the Assignat fell to 57, but by the end of the 
year it had recovered to 72. But the execution of Louis XVI. and 
the outbreak of war with England in January, 1793, completely 
demoralised the market. In that month the Assignat fell to 51, 
in June it was at 36, and in August no more than 22. It is at 
this point that the Eeign of Terror begins and brings with it the 
period of violent remedies. A decree of April 11th, 1793, pro- 
hibited the buying of gold or silver at a premium; all monetary 
obligations were to be obligations to pay in Assignats, and if 
payment were made in coin it must be at par. • By a further 
decree, of August, it became an offence to sell coin, or to differen- 
tiate between coin and Assignats in any transaction, or to refuse 
to receive payment in Assignats, or to negotiate Assignats at a 
discount. By a third decree, of September 8th, the death penalty 
itself was imposed. The Jacobins, indeed, had replaced the 
Girondins or moderate party in power for the express purpose of 
coping with a desperate crisis in internal and external affairs. A 
strong executive was indispensable, and the Committee of Public 
Safety, Working in conjunction with the National Convention, was 
given a free hand to regulate every detail of the life of the French 
people. Depreciation of the paper money was naturally reflected 
in a proportional rise in prices. In the spring of 1793 the 
Jacobins, then in opposition, had pressed upon the reluctant 
Girondin Government a measure prescribing a maximum price 
for corn, and when the Jacobins themselves came into power the 
principle was extended by successive decrees to all necessaries, 
including not only food, but cloth, leather, fuel, wood, etc. (Decree 
of September 29th, 1793.) 

The Jacobina saw clearly enough that if order was to be 

« Levasdeur, Htetoire des Classes Ouvrieres en France, I., 162-6. 

4 The Schedule to the Law of 6 Messidor, An V. (June 23rd, 1797), giving 
the average value of 100 livres assignats in specie for each month, is quoted in 
Conrtois* Huioire de la Banque de France, etc. 
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restored in the finances the volume of .paper money in circulation 
must be diminished. The Assignats in circulation, after deducting 
those withdrawn through sales of the biens nationaux, now came 
to 3,776 millions. Besides other measures, a forced loan, assessed 
on income and calculated to yield 1,000 millions, was levied. There 
was^ no hope of the ordinary Budget balancing, but with these 
resources the plethora of paper might at any rate be reduced. 

France, in return for her fearful sacrifice in submitting to the 
Terror, received at any rate the advantage of a strong Govern- 
ment, a Government which could organise victory and save the 
Eepublic, a Government which could make realities of a forced 
loan, a schedule of maximum prices, or a legal tender law. The. 
prospects of France and the prospects of the Ke volution rose. In 
November, 1793, the Assignat was at 33, or 50 per cent, aboye the 
panic quotations of August. In December it leapt up to 48. Like 
the low level of August, this rise^was in part artificial. Gold and 
silver themselves were depressed in value in consequence of a 
law against hoarding. The Government exacted a part of the 
taxes not in Assignats, but in kind. Other supplies were requi- 
sitioned at prescribed prices. Not merely were war supplies 
requisitioned, but the people of Paris were fed with requisitioned 
corn. Yet, notwithstanding all the requisitions and transactions in 
kind a vast expenditure in money was necessary. The emergency 
measures themselves destroyed enterprise ; there were no free 
markets except for luxuries, and it was no time for luxuries. The 
ordinary sources of revenue were almost dried up. The adminis- 
tration of the all-important Impdt Fonder had been unwisely de- 
volved on local authorities who had no interest in gathering it in. 
The deficit was made up by incessant additions to the authorised 
issue of Assignats. Speaking on November 4th, 1794,® Gambon, the 
Minister of Finance, estimated that the expenditure in 1792 had 
been 1,800 millions, and in 1793 2,000 millions, and that it had 
risen to 300 millions a month. At that time the Assignats in 
circulation amounted to 6,400 millions, and they were still worth 
24 per cent, of their nominal value. 

At last there came a relief of the tension ; the circle of enemies 
was triumphantly broken ; it was no longer necessary to subordi- 
nate every private interest to the absolute will of the Executive. 
The Terror, in fact, perished of its own succes.s. Victory brought 
security, and the remote: the danger the more odious became the 
butcheries petpeteated by the bitter fjtnaticism of Bobespierre 
jand the^yindictiye brutality of hite evil colleagues. With the fall 


5 Monittuf, 
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of Eobespierre on the 9th Thermidor (July, 1794) the Terror 
ceased, but the military, economic, and pohtical system of the 
Committee o{ Public Safety did not immediately come to an 
end. 

So far as the economic system is concerned,’ the first important 
step was the repeal of the law of the maximum on December 
24th, 1794. Maximum prices have a paralysing effect on trade. 
No one is willing to sell, and goods have to be wrenched from 
the dealers’ hands and forced into the market by the Govern- 
ment. Let the limitation of price be withdrawn and everyone 
is willihg at once to resume business. But there is no recent 
experience by which to measure demand, and the result is a 
bewildering uncertainty of prices and an orgy of speculation. 

This is what happened in France in 1793. Even in Septem- 
ber, 1794, three months before the actual repeal of the law, there 
were complaints that the maximum was no longer enforced.® 
At the same time it was said that there were goods in plenty.' 
Once pedple saw that the maximum simply prevented them 
from buying, and that if they could evade the law they could 
have whatever they could pay for, the system was doomed. But 
the repeal let loose forces the effects of which had not been fore- 
seen. Traders who had been paid in Assignats for all that they 
had been compelled to sell for eighteen months past, and had 
been unable to buy anything because no one would sell at the 
maximum prices, pressed forward to spend all this idle money 
on replenishing their stocks. In proportion as traders hastened 
to spend, prices went soaring upwards, and in proportion as prices 
rose traders became the more eager to turn money into com- 
modities, and to reap the profit of the almost unlimited rise which 
they foresaw. This sudden dissipation of balances flooded the 
market with Assignats, and produced a headlong depreciation. 

And the depreciation now became directly measurable against 
specie. For a time, indeed, the prohibition upon dealings in 
specie remained legally in force. But even before the repeal of 
Se maximum speculators were beginning to sell gold and silver 
as “ nankin ” or “ muslin,” and the police were unable to prevent 
the traffic.® With the repeal of the maximum there came a 
decree of January 2nd, 1795, permitting the exportation of specie 

« Aulard, Pant tout la Piaction Thtrnudorienne, 91. This work, con- 
taining the daily reports of the Paris police on the state of public opinion, etc., 
together with extracts from t^ie newspapers, provides invaluable material for 
studying the successive phases of the Assignats. 

7 Aulard; September 30th, 1794, and October 9th, 1794. 

8 Aulard October 13th, 1794. 
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provided products necessary to life were imported in exchange. . 
This did not authorise dealings in specie at a premium, but it ^ 
opened the door to the quotation of specie prices. Once coin 
had become the legally recognised means of purchasing foreign 
commodities, its place as a measure of value was re-established, 
anch almost immediately we find evidence here and there that 
the law against differential prices is being defied, and payment 
in coin stipulated for. This is still the exception in Paris itself, 
but it is fast becoming the rule in the country districts, even 
quite close to Paris.® 

Till the end of February, 1795, the depreciation though con- 
tinuous was not perceptibly accelerated. Indeed, whereas the 
Assignats fell from 28 .per cent, in October to 20 in December, 
1794, they were still at 17 in Februar}\ Nevertheless, this was the 
lowest point yet recorded, and represented a drop of one-half 
since the fall of Eobespierre seven months before. There had 
not been so severe a decline since that of the summer^ of 1793. 
The Convention turned their attention seriously to the problem 
at the end of February. Cambon, the Minister of Finance, pro- 
posed^® a lottery on a gigantic scale, and a number of other 
projects were discussed, all being designed for the purpose of 
raiding a large sum of money in Assignats and withdrawing the 
paper so received from circulation. The principle was the 'same 
as that of the forced loan of 1793, but the magic of decision was 
gone. The various plans were referred to the Committee on 
Finance, and while the Committee deliberated the collapse of 
the Assignat went on apace. By April, when the Committee’s 
spokesman, Johannot, presented its report the paper money was 
worth little more than 10 per cent, of its face value. The report 
embodied a variety of proposals. Its general tendency was to- 
wards greater freedom. Bargains were to be permitted in any 
medium of payment, whether metal or paper ; the Bourses in 
Paris and elsewhere were to be opened ; the value of silver bullion 
in Assignats was to be officially ascertained and published monthly. 
A final batch of 3,200 millions in Assignats was to be manufac- 
tured, not to be immediately issued, but to be held in reserve,"^ 
and thereupon the plates were to be once for all destroyed. 
The hkns mtionmoo were to be paid in Assignats at their silver 
value. A land bank was to be started, to issue a new kind of 
secu^ty^ &hfpothkque, secured on specified portions of 

^ Aalf4, daiipwry 23rd, Fsbraai^^lSth, Febintary 18tb, 1795. 

10 On the .7th Ventoae (February 2Sth, 1795)— see MoniUut, 

n On the^isth Germinal (Aprii 15Ui, 1796)— Afomfewr. 
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the biens nationaux, not legal tender, but transferable by endorse^ 
ment, and bearing' interest at 3 per cent. 

An important instalment of these proposals was passed on 
April 25th. Specie was declared to be “ merchandise.*’ The 
Bourses were opened. ^ The 3,200 millions of Assignats were 
authorised (though the plates were not destroyed, and the issue 


was far from being final 1). 

The discussion was resumed in May. A member named 
Eaffron put forward a motion that the value of the Assignats 
should fall automatically by one per cent, every month. Thife 
aroused a storm among the Jacobins, and a resolution ruling out 
of order any proposal in the direction of demonetising the Assi- 
gnats was carried by acclamation.^^ Perhaps Raffron s motion 
was not meant too seriously, and the real aim was to outmancBUvre 
the proposal for fixing the value of the Assignats in silver accord- 
i*ng to the market quotations. For this latter proposal, which 
certainly partook of demonetisation, inasmuch as it divorced the 
Assignats from the money of account and set no limit to their 
possible divergence, was not further discussed. 

The growing turbulence of the Jacobin faction broke out into 
open violence in the latter part of May, and the disoussion on the 
Johannot report was interrupted. On May 21st, in the midst of 
the turmoil, according to a brief notice in the Moniteur, , the law 
declaring specie to be merchandise was again repealed. 

Quiet being restored the discussions on currency and finance 
were resumed. On June 4th a law was passed authonsing the 
system of cMules d’hypotMque. The same law declared that 
Assignats and coin bearing the stamp of the Republic were the 
sole legal money. The effect of the various decrees relating to 
specie is not very easy to unravel For some reason or other the 
hastv repeal of the law which made specie merchandise, on May 
2l8t; seems never to have had any operative effect. At any rate, 
the dealings in gold and silver on the 

interfered with, and when a law was passed at the end of August 
giving the Bourses in. Paris and elsewhere a monopoly of dealings 
in the precious metals, soil monmyh, soil en harre, en ^ 

otiufda. there was no suggestion that transa^ious “ot 
wise lawful were being legalised. Pmally, on March 12th, , 

the Moniteur again records that “ the law which ec ® 
and silver merchandise was repealed.” It is possible that the 
law of June 4th, which recognised'no other metallic “o^J 
that coined by the EepubUc, was interpreted as legahsingidealings 

12 On May 7th, 1795--8ee MoniUw. 
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in Louis d’or and ecus of the old, regime, and in bullion a^d., 
foreign coin. The Eepublican coinage included no gold and 
little silver (only 32,0(X),(X)0 francs up to May, 1797), and if that 
alone was not to be treated as merchandise the continuance of 
free dealings in other forms of specie is explained. 

The Mules d'hypatheque were a failure. Indeed, what was 
the use of expecting people to lend with the prospect of being 
repaid in Assignats? No proposal for borrowing from the public 
could succeed so long as the lenders had no safeguard against an 
indefinite depreciation of the medium in which they were entitled 
to repayment. When the proposal for fixing the value of the 
Assignat in silver every month was dropped, this part of the 
Johannot report lost all its utility. 

But in any case it was too late. The critical months had 
already been lost. The Assignat, which had been worth one-sixth 
of its value when Gambon made his report in February, and one- 
tenth when Johannot made his in April, was now hardly worth 
one-fifteenth, and was fluctuating wildly and falling rapidly. The 
Jacobins, however, remained the champions of the paper money 
which had saved the Kepublic. The Convention turned to the 
public lands which had always been regarded as the security for 
the Assignats. All that was needed to rehabilitate them was to 
make them convertible on demand into this security. But it 
could not be said that the holder of a sum in Assignats was en- 
titled to any definite amount of land. Hitherto the lands had 
been sold by auction, and the price rose as the Assignats depre- 
ciated. No limit could be set to this process, and to sell the land 
to the highest bidder was undeniably to give less land than had 
been originally contemplated. The valuation of 1790 afforded a 
basis for fixing the price of the land, and a decree (May 29th) was 
passed that it should be sold to the first comer at 75 years’ purchase 
of the annual value of 1790, or, say, three times its capital value. 
The Church and Crown lands mized in 1789 had been worth 
3,500 millions ; the lands of the emigres seized in 1792 were worth 
2,000 more.^^ The sales up to date amounted to 3,600 millions 
in paper (of which about two-tliMs still remained to be paid up.) 
Allowance being made for the inflation of paper values, the portion 
unsold might have been sufficient to withdraw many milliards of 
redundtot Assignats. But at the then value of the Assignat the 
larid was being sold at only three years’ purchase, or thereabouts, 
of its real annual value, and* for all that the obligations of the 
State pere not being unequivocally met. The Jacobins could 

IB Stoutm^ Fimncu 4t Vancien $t de la lleDolutumt Chap. XXX. 
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not stand such a sacrifice of the Eepiiblic’s most cherished asset. 
The decree wps hastily repealed, and the sales under it were an- 
nulled (June 7th). 

This game of fast and loose was not calculated to revive the 
credit of the Assignat. On June 7th the Louis of 24 livres was 
quoted at 585. On the l3th it leaped up to 1,000, on the 15th it 
dropped to 600, and on the 16th even to 450.^® The position was 
becoming desperate. How could paper money subject to such 
wild vagaries be used as a medium of payment at all? 

One of the vices of the situation was that the^ublic revenues 
dwindled in proportion to the Assignats. It had been difficult 
enough to collect the taxes, and the arrears were enormous, but 
when the Assignat was worth only 5, 4, or even 2 per cent, of its 
nominal value the money was hardly worth collecting. In June 
an Act was passed making the Assignats pass in payment of taxes 
for a reduced value bearing the same proportion to their face 
value as a standard sum of 2,000 millions to the actual amount 
in circulation (rounded down to the nearest 500 millions). To^ 
avoid inflicting hardship on landlords who had to pay taxes on 
property which they had let on lease, the same rule was applied 
to rents payable under leases. 

Nothing could demonstrate better than the operation of the 
proportional scale the manner in which the Assignat *had lost 
ground. It was estimated that in 1789 there had been 2,000 mil- 
lions of specie and 700 millions of paper iti circulation.^® Some 
of the specie had undoubtedly remained hidden in the country 
all through the Terror, notwithstanding the law against hoard- 
ing. If the gap tQ be filled by the Assignats in the currency 
system be taken at 2,000 millions, then the 6,400 millions in cir- 
culation in November, 1794, which were worth 1,500 millions at 
24 per cent, of their face value, nearly sufficed to fill it. At the 
time of Johannot’s report in April there were about 8,000 millions 
in circulation, which at 10 per cent, i^presented only 800 millions 
in specie. In June there were 13,000 millions in circulation, and 
the average value of the Assignat for the month was only 3*38 
per cent., so that the whole issue was worth no .more than 440 
millions. 

While the Convention had been debating and referring Bills 
back to Committees, and passing and repealing futile decrees, the 
Assignat had practically ceased to be a medium of payment, and 

14 Moniteur. is Aulard. 

16 Estimate by Maurice quoted in debate of 29 Prairial (June 17tn, 1795) — 
see Moniteur. Necker estimated the circulation of specie at 2,200 millions 
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had beooma a mere object of speculation. Country people ex- 
ptassed their contempt for the Assignats, calling them " Vargent 
de Paris . The Paris shopkeepers themselves refused to give 
change for the Assijgnats of large denomination or sometimes even 
to accept them at all, on the ground that the country 
people were refusing to take payment in paper for their 
produce.^® The Convention remained in existence till the end of 
October, but during its last months its attention was occupied m 
Constitution making and in preparing for the advent of the New 
Government. Currency matters were allowed to drift, and the 
credit of the AsSgnats was not assisted either by the grant of 
extra pay in metallic value to the troops or by the computation 
of the legislators’ allowances in terms of corn. The premium on 
specie grew, now rapidly, now slowly ; occasionally there was a 
momentary setback, but never for long. By the beginning of 
September the high quotation of 1,000, which the Louis had 
touched during the spasmodic movements of June, had been sur- 
passed. After remaining at 1,100 to 1,200 for several weeks, the 
Louis shot upwards in the middle of October. The Republic was 
changing horses while crossing a very torrential stream, and in 
the last days before the new Constitution, with its Directoire 
Exicutif and its Corps Legislatif of two Chambers, came into 
operation,*, quotations oscillated madly up and down. On October 
26th 2,000 was reached, on the 28th 2,750, on the 29th 3,450, on 
the 30th the Louis opened at 2,600, and on the 31st it was 
again at 2,450.^® The paper money in circulation had grown to 
19,000 millions, and with the Louis at 3,000 this was equivalent 
to only 150 millions of specie. 

Writers on the Assignats have made much of the amazing 
prices at which commodities were bought and sold at this period,. 
Of these it is really enough to say that they were proportional to 
the rise in the value of specie. In other words, they were fifty- 
fold their normal level in September, one hundred-fold and more 
by the beginning of November. These prices were a reality in 
Paris and in other places where Government disbursements kept 
up a perpetual fresh supply of Assignats. In Paris the Assignat, 
" Vargmt de Paris/* really was the medium of payment. But even 
in Paris a system was growing up of regulating prices of goods by 
the price of gold as quoted on the Bourse.^' Prom fixing different 

, Jaly Aulsrd, June 20th, 1796. 

» Aulard, July 23rd, 17^. 

These qaots^ss are taken from the daily record of the Some prieei 
^inserted kri^the Monitem. r > 

21 Aulard, Val. II., p. 470 iBecemW 6th, 1795). 
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tial prices, the merchants and farmers in the provinces had taken 
to refusing to receive Assignats at all. The country was steadily 
restocking itself with metal currency. The quotations of the 
foreign Exchanges on the Bourse, from the time when they begin 
in the late summer, consistently show an enormous profit on the 
importation of gold. The premium on ESouis d’or and on foreign 
gold coin was very much greater than the premium on foreign 
bills. In September and October the difference was as great as 
20 per cent. ; till the end of January, 1796, it was as much as 
ten per cent.^ 

Whefi the ipirectorate came into power at the beginning of 
November they turned their attention to the currency. On 
December 6th they made their first important proposal. There 
was to be a forced loan, payable in r pecie or bullion or corn , or in 
Assignats taken at one per cent, of their face value, by which it 
was hoped to raise 400 millions in specie, and to withdraw 20,000 
millions (counting as 200 millions) in Assignats. The Assignats 
were to become convertible into coin at the same rate of one per 
cent. ; the manufacture of Assignats was to be brought once and 
for all to an end ; the plates were to be destroyed on February 
19th. But meanwhile the Grovernment could not be left without 
any financial resource whateyer, and they were authorised to 
continue the manufacture of Assignats till the total issue reached 
the fantastic figure of 40,000 millions. Great hopes were 
aroused, and, when the forced loan decree passed, the Louis, 
which had been above 5,(X)0, fell in two days to 3,600. The 
rigime of the Assignats was clearly coming to its close. The 
Government was, indeed, still meeting its liabilities in Assignats. 
Civil Service salaries, however, had already been raised thirty- 
fold (November 28th). In December it was enacted that half 
the Customs duties should be paid in coin.^^ The valuation of 
the Assignat at one per cent, might well provide a bridge by which 
the Government could return, as private traders had already 
practically returned, to a metallic standard. 

But the Directorate was limited in its freedom by a Legisla- 
ture predominantly Jacobin. It did not command confidence. 
The Assignats were still over-valued, even at one per dent., and 
the Government could not start redeeming them in specie at that 
rate. Indeed, practically no specie came into its hands. A 
continuance of paper money in some form seemed absolutely 
inevitable, and the next step was to devise a new issue of paper 

22 For the serious effect of this on English currency, see “The Bank Restric- 
tion of 1797” in the Ecjonomic Joubnai* of Maix:h, 1918. 

28 Stourm., 11., 86. 



810 


THE BOOKOMIO JOURNAL 




money, which should be absolutely secured against depreciation. 
The Assignats, though they were supposed to be secured upon 
the public lands, did not entitle the bearer to any particular share 
in this security. The new notes, the mandats territoriaux (March 
16th, 1796) were to entitle the bearer to obtain land on demand 
at the fixed valuation of fwenty-two years’ purchase of the annual 
value in 1790 (or eighteen years’ purchase for buildings). Though 
there are plenty of objections to such a currency system, it may 
be plausibly argued that, so long as the supply of lands remained 
unexhausted, depreciation would have been prevented. But it 
was never given a fair trial. The Committee of the Lower Cham- 
ber (the Council of Five Hundred) introduced an amendment 
making Assignats convertible into mandats territoriaux at one- 
thirtieth of their nominal value, and raising the amount of the 
Mandats from 600 to 2,400 millions to provide f^r the exchange 
(with an ample margin !)^ If one-huhdredth had been too high 
a valuation- of the Assignat, one-thirtieth was impossible. The 
^ Louis fell, it is true, from 7,000 to 5,300 in one day, and to 4,800 
in one day more, but it soon reacted to above 6,000. If it was 
to be valued in Mandats at 720, there would merely be a repeti- 
tion of the fiasco of June, 1795, when the Convention, unable to 
^ stand the sale of the biens nationaux at two or three years’ pur- 
chase, had annulled the sales retrospectively. 

To add to the distrust, the new currency when it came out 
consisted not of Mandats but of " promesses de mandats ^ (author- 
ised March 19th). Rescriptions/' or Government promises to 
pay cash, were already in circulation at an enormous discount, 
and promises to pay Mandats could not be expected to. fare Better. 
Week after week, month after month, people wondered when the 
Mandats proper were coming.^ The promesses were given forced 
currency and could be used to pay the first deposit for the purchase 
of land, but apparently the Government could not summon up 
courage to assume the liability to pay land on demand. Mean- * 
while the quotations of the Mandats fell and fell. At the begin- 
ning of April they were worth no more than 20 per cent., at the 
end of April only 12, at the end of May they fell to 6, recovered to 
10 in June, and fell away in July even below 6.^ Though they 
were given forced currency, and gold and silver were declared no 
Icaager merchandise,” the Mandats never gained the same accept- 
ance as the Assignats. Whereas the Louis* d’or was quoted in 
U Voled on Ventos^ (March 12th, 1796), Moniteur. 

^ ^ Av&^d* . ^ also Schedule ql|ot^ in Supplement to Mmiteur of October 

2nd, 1797 (11^ Vend^miaire, An. VJ.). 
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Assignats on the Bourse, it was never quoted in Mandats ; the 
Mandats we^e quoted in termF of specie, as if they were them- 
selves “ merchandise.’* The Assignats, while they lasted, really 
were the basis of the money of account ; as fast as they lost ground 
the metallic standard took their place, and a new network of debts 
and accounts, reckoned in coin, came into being. The Mandats 
^re intended, like any ordinary issue of paper money, to take the 
place of coin, but tio trader who cared for his business would take 
advantage of the law (March 23rd), which r iade stipulation^i ^or 
payment otherwise than in Mandats unenforceable in the Courts. 
There remained for the time beihg two moneys of account, one 
following specie and the other Assignats, the tv/o being linked 
together by the daily quotation of the Louis d’or. But even the 
fixed thirty to one relation between ihe Mandats and the Assignats 
never led to the use of a third money of account following the 
Mandats. 

In currency questions the money of account is fundamental. 
The difference between high and low prices is in itself one of 
nomenclature only ; it only acquires importance through the rela- 
tion of prices to pre-existing debts. Even rates of wages, the 
observed tendency of which to lag behind price movements is one 
of the most serious evils of inflation, are only a particular case of 
debts reckoned in the money of account. The contract of service 
creates a debt every day from employer to employed, and the 
amount of the debt can only be adjusted to a change in the pur- 
chasing power of the monetary unit by a revision of the contract. 
It is worthy of remark that so long as the Paris* workmen were 
ordinal’ily paid in Assignats, there were no complaints of unem- 
ployment ; the high prices (always attributed to the knavery of 
speculators) were the perpetual grievance. Early in 1796 when 
the Assignats had almost entirely given way to specie, unemploy- 
ment becomes one of the chief grounds of discontent.^ But if wage 
contracts were not easily adapted to a monetary unit which depre- 
ciated by half every two or three months, commercial contracts 
were thrown into a worse chaos still. 

TheXJonvention had not been able to evade this question alto- 
gether. In August, 1795, an emergency law was passed suspend- 
ing the right of redeeming or commuting annual payments, and 
prohibiting debtors from paying up before the due date. The 
winding up of the Assignats in February, 1796, necessitated some 
sort of equitable adjustment of contracts. If the Mandats were to 
be equal to specie, and debts were to be payable in this new 

27 Aulard, 
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laedium, an, utterly unfair burden would be placed on those who 
had oontracted during the deprecittion to" pay in Assignats. If a 
man had contracted in December, 1795, to pay 10,000 livres in 
Assignats, then worth about 50 livres in cash, was he to pay 10,000 
livres in Mandats three months afterwards? If he was allowed to 
pay less, what was to be paid by the man who had contracted in 
December, 1794, when the 10,000 livres were worth 2,000, or in 
December, 1793, when they were worth 4,800? A law was passed, 
soon after that authorising the issue of the Mandats, establishing 
a statutory scale of depreciation. Every debt was to be adjusted 
according to the rate appropriate to the date at which it was con- 
tracted. This was in principle a concession to debtors, and by way 
(rf some compensation to the creditors the scale did not at any 
point allow the full degree of depreciation which had actually pre- 
vailed. Thus in March, 1795, the prescribed rate was 40 per 
cent., and the actual value of the Assignat no more than 13‘28. 
After January, 1796, it was 2 per cent., and the actual value of 
the Assignat only about | per cent. 

The csollapse of the promesses de mandats raised the same 
problem in an almost more acute form, since the fall to 4 pa* cent, 
was accomplished in only four months. In July it was decided 
that the Mandat should thenceforward be accepted even by the 
Government only at its market value, which was to be periodically 
announced officially. At last a law of February 4th, 1797, demone- 
tised all the paper money remaining in circulation, and permitted 
the Mandats to be r^eived in payment of taxes and of instalments 
on the purchase of the public lands at 1 per cent, of their nominal 
value.^ 

The adjustment of debts was not finally provided for till llie 
law of October 6th, 1797, which enacted that obligations incurred 
between January Ist, 1791, and Mersidor 29th, IV. (July 17th, 
1796), should be reduced to their value in metal, according to a 
table of depreciation scheduled to the law. This differed from 
the law passed in March, 1796, when the Assignats were wound 
up, in that it took the metallic value and no more as the basis of 
the debt. * 

One effect of the failure of the promesses de mandats was that 
a la^e quantity ot Assignats r^ained in circulation. Ap{»rently 
the amount in circulation at any one time never actually reached 
^ authorised maximum of 40 milliards. The h^heri) is said io 
havl been milliards. The result of the forced loan was disap- 
pirintii^ ; up to January, 1797, only 6| m^ards had been 

iS Stoam, H., p. 327. 
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received.® A considerable proportion of the Assignats ought, 
therefore, to have been exchanged for promesses de mandats at the 
ratio of 80 to^l. But there was no profit in doing this, and much 
of the issue remained outstanding till the general demonetisation 
of paper money in February, 1797. 

The end of the Mandats was the end of the Revolutionary paper 
money. But that did not mean that the Government paid cash. 
Cmitractors received “ ordonnances the holders of rentes received 
two-thirda of their capital in “ bans des deux tiers mobilises and 
interest on the remaining third in “bons d’arrirages” ; leci'nsi- 
tiona for the army were paid for in “ bons de requisitions.” All 
these were obligations to pay in cash, but obligations with no 
definite date of maturity. Sometimes by corrupt means the 
holders could get them paid on grounds of “urgency.” Some- 
times they had to wait. Like the Assignats and Mandats, these 
instruments could be used in payment for the biens nationaux. 
Like them they depreciated (though not quite to the same extent). 
But there was one vital difference ; they were not legal tender. 
Contracts were made exclusively in metallic money, and the 
vagaries of Government finance no longer deranged the money ot 
account. Thus was the way prepared, amid all the financial 
humiliations of the Directorate, for the sound system inaugurated 
by Napoleon. 

Much has been written of the fallacies inherent in the issue 
of the Assignats. They were supposed to be “ based ” on the public 
lands, but were not, in fact, convertible into land or anything else 
of value. There was no definite relation, between the total value 
of the public lands and the total amount of the circulating medium 
which the French people needed. In reality the sale of a capital 
asset like land is as much limited as the issue of loans in its power 
of attracting bond- fide savings from the public. The failure of 
Necker’s loans in 1789 proved that surplus savings, were not avail- 
able, the ordinary revenues were drying up, and inflation was the 
sole resource remaining for providing the means of payment. 
While the history of the Assignats illustrates almost every possible 
idiase in the abuse of paper money, the period of their decline is 
in scMne ways the most interesting and instructive. It is almost 
unique as an .instance of the currency of a great nation gradually 
facing away into nothihg. It is really astonishing that the agony 
duHtld have be^ so much prolonged. How did it come about that 
when the Assignat fell in four months from 17 per cent, to 
3 3® per cent, of its value people still went on using it? The 

» Stourm II., p. 384. 
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Government, of eourse, insisted on paying in paper, but how was 
it that people were induced to accept it (apart from the unfortun- 
ate rentiers, who had no choice)? Probably the explanation is 
that some people were willing to speculate on the Government 
being induced to do something to save the Assignats. The 
Jacobins always remained faithful to the currency of the Revolu- 
tion. Ordinary political leaders are fairly free to change their 
minds, and nobody blames them much for dropping a policy for 
which they have striven in the past. But a faction which has 
enforced its policy by bloodshed cannot so easily disavow its past. 
To admit that all or any of the causes for which 20, (XX) men and 
women were done to death was wrong is to assume too great a 
burden of guilt. The Jacobin leaders probably did not like being 
called “drinkers of blood ” by their opponents, and this was an 
unpleasantly effective political cry. To retain thek self-respect 
they were impelled to contend that what they had done had been 
really necessary, that the measures taken during the Terror had 
saved the Republic, and that any evils that had followed were due 
rather to the weakness of their successors than to their own errors. 
From the obduracy so thrust upon them sprang that loyalty of the 
Jacobins to the Assignats which gave hope to the speculators. The 
rentiers, contractors, Government servants, and others who were 
paid in Assignats would not keep them longer than necessary ; even 
a week’s delay might cause a perceptible loss. On the Bourse ajad 
at the bucket-shops of the Jardin Egalit^ those who were in haste 
to rid themselves of this tainted paper could deal with the specu- 
lators, who were prepared to buy it up on the chance of political 
favours from the Jacobins. The outcry against speculators was 
incessant and intense. But it was only the speculators who gave 
any support at all to the Assignats, when everyone else was dis- 
crediting them by spending them the moment they were received. 

The Jacobins made more than one effort to justify the specu- 
lators’ hopes. The ephemeral decree of June, 1795, for the sale 
of lands at seventy-five years’ purchase of the value of 1790 was 
one example ; the exchange of Assignats for Mandats at the ratio 
of one to thirty was another. 

We have seen how the aggregate metallic value of the Assig- 
nats in circulation shrank. From 1,600 millions in November, 
1794, it had dwindled a year later to 150 millions, and at the end 
w#8 hardly 100 millions. Even of this reduced total the greater 
paid) had ^bably by that time found its way into speculative hold- 
80 the quantity kept fqr currency purposes must l»Ve 
been very R. G. HAWfSBX 



REVIEWS 


A Levy on Capital, By F. W. PETmcK liAWRENCE. (London : 

George Allen and Unwin. 8vo. 94 pp. Price 2s. 6d. n t.) 

This is a crisp and clear statement of the case for a levy on 
capital. In spirit and treatment it closely resembles Professor 
Pigou’s article in the^ Economic Journal for June last, though 
there are differences of figures and of detail which cannot be 
brushed aside as unimportant. The conclusion is that “with the 
exception of the rentiers and the very rich the levy will bring 
about a distinct improvement in their net incomes.” By rentiers 
are meant those with a capital of £50,000 or upwards yielding 
interest presumably at 5 per cent. 

Assuming the State debt after the war to be £6,000 millionp. 
net, it is claimed that this could be wiped out by a levy which 
at a flat rate would be 38 per cent. A scale is drawn up graduated 
from small beginnings to 62 per cent, on millionaires. By “capi- 
tal ii^ meant material property, including jewellery, furniture, 
clothing, &c., but not the capitalised value of earned income. In 
other words, brain capital and muscle power would not be brought 
under the levy. A hypothetical post-war Budget is framed. The 
annual expenditure is estimated at £750 millions, and it is main- 
tained that to balance the Budget we shall, on the basis of exist- 
ing taxation, need an income-tax of 7s. 6d. in the £ on unearned 
income, with doubled death duties and a supertax increased in 
proportion. After the levy the income-tax could be reduced from 
7s. 6d. to 3^. 6d. A smaller levy vrould, of course, give less relief 
to income-tax. But it is suggested by other advocates of the levy 
that if half-measures prove satisfactory there will be a strong case 
for whole measures. 

If, as Mr. Lawrence thinks, an internal debt is no burden upon 
the community — which in one sense of the word “burden ” is a 
truism and in another sense untrue— why is it essential to pay it 
off at once by a colossal levy? Impatience of debt is a healthy 
sentiment ; and after the war the reduction of national debt will be 
the plain duty of statesmen. But the question how fast and by 
what methods the debt is to be reduced is one of expediency which 
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must depend upon, our financial position, our needs, and our 
resources, not yet to be forecast with precision. The debt charge 
will be heavy, war pensions will be considerable, the housing 
problem will be expensive, the cost of clearing up, of making good 
depreciation, and of getting into working order generally will offer 
serious problems to Government and to business men. What will 
be the capital and the aggregate income of the community when 
peace comes, what its distribution, what the course of prices and 
the state of credit and business? What is the incidence of taxa- 
tion on its present basis, and what are its defects? All these are 
essential considerations, not to be airily dismissed as mere details 
which do not affect the argument. 

It is urged that without a levy on capital we must have a 
erushing income-tax, inimiteal to production and to saving, that 
the income-tax has its anomalies and injustices, and that accumu- 
lated wealth must come to the rescue. Moreover, “speaking 
broadly, the distribution of wealth will be still more unequal when 
the war ceases than it was when it began, for the small number 
of rich men will retaih most of what they had before, and in addi- 
tion will have added the right to participate, because of their hold- 
ings of War Loan ... in a great part of the wealth which future 
generations will create.” This last statement seems to be against 
the weight of evidence. Without going so far as to say that 
“speaking broadly” the war has made the rich poorer and the 
poor richer, we must at least demur to the suggestion that an 
investor in War Loan does more than convert from one form to 
another — and not always a more lucrative form — his right (or 
power) to participate in future wealth. 

It may be conceded that property must be taxed as well as 
income, and this is already, though somewhat capriciously, done 
by the death duties. Be the distribution of wealth what it may, 
there is nothing illogical or unprincipled fn resorting to the fond 
as well as to the flow of wealth to meet the needs of the State ; 
but the balance must be held between the net advantages of taking 
more or less, and the distribuiion must be fair. These are the 
weak points of the proposals. What is wise and what is fair needs 
further discussion. 

Limits joi space preclude such a discussion in this notice. 
Asffiyming that we have a scheme for the simplification and 
refomn of lha income-tax,, a proposal for the valuation and taxa- 
tion of capital as such, framed after a study of Dutch and otbo: 
precedents and a^ estimate of receijits and expenditure on the 
haos of present tsflation, shall we be forced tp tlm conetufion that 
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a levy on capital on ‘‘heroic’* lines is the only practicable course? 
The cost of housing is estimated by Lord ^Iborne’s Committee 
at 100 millions sterling for England and Wales alone, and the 
needs of Scotland and Ireland^ are stated to be still more urgent. 
Mr. Leslie Scott, one of the Committee, thinks the sum mentioned 
will provide at most for rural housing south of the Tweed. But 
this expenditure will yield some revenue, possibly enough to cover 
the cost. War pensions, w^hich will chiefly benefit the poor at the 
expense of the rich, will be a diminisiiing charge, and so long as 
they exist will affect the alleged altered distribution of wealth. A 
statement of the total wealth and income of the population and 
the distribution of these resources, together with an estimate of 
the incide,nce of present taxation, will make it possible to envisage 
the fairness of present and future taxation. A tax upon property, 
as such, sufficient to redeem year by year SO, or 100, or 200 millions 
of debt is surely preferable to an additional tax of 6,000 millions 
at one stroke. I am asked to pay £100 to the State forthwith 
because I have certain furniture, books, pictures, clothing, etc. 
Why? Because the State is thereby relieved of the necessity to 
find £5 a year for the fundholder. But if I say “ Be content. 
Take £6 or £8 or £10 a year instead of a lump shm of £100,” 
it is clearly good business for the State to accept the annual pay- 
ment. Time is money. To give the taxpayer time may help him 
without detriment to national finance. Modern life and modem 
business are very complex affairs. . To thrust the big indiscriminate 
hand of Government into this delicate machinery with a demand 
for enormous sums at a time when we are being bled white is a 
hazardous procedure. The placards which tell us ” It’s safe ” in 
War Loan will provoke cynical comment if the public feel that 
” It’s safer ” in a stocking or buried in the garden. ‘‘ Never 
again ” is an easy assurance, but histoiy shows how dangerous*a 
thing it is to make the taxpayer afraid to disclose bis wealth. If 
the plea for an enormous levy led to a secretion of money its con- 
sequences might be so serious as to require another chapter in the 
next edition of this work. The probable reactions of various kinds 
have not yet been adequately faced. 

Henry Higgs 

sr 

The Economic Causes of War, By Achille Loria. Translated 
by John Leslie Garner. (Chicago : Kerr. 1918. Pp. 188.) 

The first edition of this book was published in 1912 under the 
title Les Bases Economiques de la Justice^ Internationale. It was 
reviewed by Mr. Norman Angefl in the Economic Journal, 1913^ 
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A farther notice is now called for by the addition of a sabstantial 
fflxpplraaent on The Lessons of the Great War. The translator has 
adopted a title appropriate to the present form of the work. In- 
deed, Ihe original title was not ^ell adapted even to the first 
edition. The contents would have been better indicated by. the 
title which Mr. Norman Angell suggested : The Operation of 
Economic Factors in the Evolution of International Society. In 
that evolution as conceived by Professor Loria there are three 
stages; First, economic relations give rise to international law. 
At a later stage international law breaks down under the strain 
of opposed interests ; and still later it is rebuilt by economic in- 
fluences. It is vfith the second and third stages that we are here 
concerned. The newly added supplement purports to be a verifi- 
cation of certain generalisations relating to those stages. 

The thesis that wars are wholly due to economic causes has 
one of its ablest advocates in Professor Loria. It is im*possible 
within our limits to do justice to the learning with which he 
supports this thesis. It must suffice lo cite some of the instances 
on which he relies. “ Most of the wars of Athens were caused 
by the necessity of securing additional lands.” “ In Eome the 
Third Punic War was merely a revolt of Latin property, deter- 
mined to repair its diminished revenues.” ” The sole purpose of 
the Crusades was to increase the income of European feudal lords 
at the expense of the Syrian or Oriental revenue.” " The strug- 
gles of Pisa and Florence, the Italian wars of the fiftee^h and six- 
teenth centuries, were due to economic causes.” ,||^ Holland’s 
struggle for independence against Spain was in r^Sity simply a 
privateering war on the Spanish merchant marine and the His- 
pano-American colonial trade.” “ The war of England against 
Napoleon was merely a reaction against the Napoleonic con- 
quests, which threatened British commerce.” If the adverb “ sim- 
ply ” and its equivalents were omitted, these propositions would 
appear less simpUste. 

As the ancients attributed destruction and preservatioh to the 
same Power, so Professor Loria teaches that economic action, 
which at one stage is the sole cause of war, tends, at another stage, 
in various ways to establish peace. One way is presented by the 
analtgy between industrial and international disputes. .Workmen 
will accept an arbitrated decision even when it- grants them an 
indlrelusei ol wages less than what they might have secured by 
fightmg, less by an amount less than the cost of fighting. Similarly 
“ if the demands of the stronger S4te {ure represented by 1,000, 
•and it appears to be in a position to <Atain this by means of a war 
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whose cost may be represented by 100, the arbitrators mast allow 
him (sic) 900 + d ; but if the cost of the war would be 300 
(we-omit some decimals) the arbitrators may grant him 700 + d 
without any fear that the stronger State will reject the arbitrated 
award.” Whence it follows that with the increasing cost of war 
the concession which must be made ^ to force becomes smaller. 
The ” zone of arbitration,” in Professor Pigou’s phrase, becomes 
smaller. Professor Loria has expressed with great clearness a con- 
ception which Professor Pigou had introduced (in his Industrial 
Peace, 1905) in a mathematical form. The conception has bs»en 
employed by the present writer (in 1915) without acknowledge- 
ment, Because without knowledge, of Professor Loria’ s work. We 
have not space to quote the passages which show that Professor 
Loria has a just sense of the differences as well as of the similarities 
between industrial and international dii^utes. (See his pages 
151, 152r, 154, 157.) 

Among other ways in which economic influences tend to mini- 
mise war the “ internationalisation of the Labour movement ” is 
emphasised. There will arise among workmen of different nations 
“ a solidarity which will constitute the strongest guarantee for 
international peace.” But the author does not predict the total 
cessation of war — at least, while the present capitalistic system, 
with its so-called “ forced association of labour ” (pp. 132, 162, 
179), perniciously persists. 

Such arg some of the generalisations which it is the purport 
of the nev^^pplement to test. As to the economic origin of 
war, the wrulr finds that the statements made by him in 1912 
have been confirmed by subsequent events. The Balkan war 
was fomented by foreign manufacturers of armaments. “ Serbian 
pork, Bulgarian wheat, and Greek commerce were the factors 
underlying the great and so-called religious movement against the 
Moslem.” As to the European war, “ the desire to find a lucrative 
employment for capital in new countries was the real underlying 
cause of the horrible conflagration,” as pointed out by The 
Economist (November, 1916). The testimony of Mr. Brailsford, 
of Pope Pius X., and other authorities to the sanie effect is cited. 
The author appears to attribute economic motives to the belli- 
gerents on both sides indiscriminately. He wrote his Supplement 
before the Americans came into the war, otherwise "he would 
probably have adduced the Crusaders of the twentieth century as 
verifying his thesis : the sole motive for their intervention the 
desire for wealth ! But perhaps the thesis does not imply that 
all parties to a war on both sides are actuated solely by economic 
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motives. We think that this implication*, if not intended, should 
been more explicitly disowned. 

With regard to the deterrent effect of anticipated cost, Professor 
Loria dwells on the fact that the cost of the war has far exceeded 
the expectations of M. Bloch and other prophets. Yet, contrary 
to their expectations, the warring nations have not been soon ex- 
hausted, The enormous cost is, indeed, such as not to afford much 
prospect of net gain ” to belligerents, even if victorious, in future 
wars. Yet we may suggest that the difficulty of prediction 
evidenced by the anticipations about the present war is favourable 
to the spirit dt gambling rather than the cool calculations of 
economic men. 

How about the solidarity between workmen of different nations 
as a guarantee for peace ! What of the German Socialists en- 
thusiastically v"oling mililary credits, eagerly supporting a war 
of conquest ! “ The refutation of the theory,” replies our author, 
“ is merely one in appearance. For a long time the Socialist party 
in Germany — the same, moreover, as in other countries — has been 
anything but an expression of the wishes and interests of the 
proletariat ; it has become the fief of certain party leaders, . . . 
in other words, of a dissatisfied clique of the bourgeoisie who are 
adepts in securing snug incomes for themselves at the expense of 
their flocks.” . . . Projects for perpetual peace will be un- 
realisable Utopias until the artificial democracy by which we are 
ruled is replaced by a true democracy, an actual government by 
the people. ... If the sceptre had passed to the costermongers, 
to the peasants, to the market women, we would have been spared 
this brutal carnage.” So the Bolsheviks seem to have thouglft. 
Are they a true democracy ” ? 

F. Y. Edgeworth 


Labour and Capital After the War. By various writers. Edited 
by S. J. Chapman?. (London : John Murray. 1918. 
Pp. x + 280. Price 6«. net.) 

Yet another ” after-the-war ” book ! Philanthropy, like every 
other interest, including religion, is profiteering— trying to grab 
what it c^n during the war and resolved to bold as much as 
l^sible? pi what it has grabbed after the war is over. The writers 
of book are like all the rest : each of them finds his 

former opin|oiis greatly confirmed by the experience of the war, 
has a cieerfiil belief that whatever evil legacies the war may 
leave in other directions, it will do good in promoting or even 
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enforcing the adoption of his own particular views of what ought 
to be done, ihe Bishop of Birmingham thinks “ England had 
got somewhat Qut of hand before the war. She is now, on the 
whole, living in accordance with the requirements of a wholesome 
life, in which each ” — with a ration book? — “ tries to secure what 
is necessary, not only for himself, but for others. This must 
continue.’* Mr. Clynes says: “All the principal functions of 
trade organisations must be retained by them. Neither in import- 
ance, in service, nor in freedom to act, must Trade Union autho- 
rity be diminished.” Lord Leverhulme believes that “ The worft 
motive a human being can be actuated by, even from his own 
mere selfish point of view, is selfishness, whilst one of the highest 
motives, and certainly a heaven-inspired motive, is that of 
enlightened self-interest. Under the elevating influence of 
enlightened self-interest, Capital and Labour, employer and em- 
ployee, cir\ be combined as co-partners to make efficiency and 
higher production a stepping-stone to greater comfort and happi- 
ness.” And so on. We may wonder whether, after all, the great 
problem of the future will be the relations of Capital and Labour. 
May it not rather be the relations between Debtor and Creditor, 
or, rather, between those with fixed money incomes from property 
and those with variable incomes? The various; belligerent States 
have abandoned the gold standard in favour of paper standards 
which circumstances lead — they say compel — them to keep on 
depreciating by over-issue. Each of the currencies is depreciated 
in gold, and gold itself is greatly depreciated by^ its disuse as 
currency. The States buy commodities and services at enormously 
enhanced rates, and, borrowing for the purpose, bind themselves 
to pay annual interest in pounds, francs, marks, dollars, and the 
rest. General wages and prices have risen to levels corresponding 
with the depreciation, and many of the increases have with amaz- 
ing folly been adopted in legislative enactments intended to 
govern the future. Will not the really great economic question 
be what the pounds, francs, and the rest are to be worth after the 
war? The interest of the States, considered as Government 
machines, will be in favour of keeping down the value of these 
monetary units or lowering it still further, inasmuch as the pre- 
dominant function of government will be the collection of money 
to pay the State creditors with, and it is clearly much easier to 
collect any given sum in taxes if the unit in which the sum is 
reckoned is of small value. Against this will be arrayed the 
holders of national obligations, reinforced by the whole body of 
other rentiers in the sitrict sense, holders of debentures, jwreference 
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stocks, chief rents, and such-like things which cannot possibly' 
benefit by high prices, and by a contingent of workers and pen- 
sioners and workers whose incomes are more or less difficult to 
move. Who will say with certainty what the result of the con- 
flict will be, or whether, when the depredators have won, they 
may not in the end throw away their success by over-issuing to 
that excess which leads to the non-acceptance of the issue ^d a 
consequent fresh start? Anyway, it is certain that there will be 
a period in which the value of the monetary unit will not have 
even the moderate amount of stability which it had before the 
war. This lends additional interest to the Editor’s proposal for 
arrangements under which reconsideration of wage-rates fixed by 
collective bargaining or other organised methods would take place 
as a matter of course at definite periodical intervals, so as to 
avoid the friction caused when reconsidei‘ation can only occur on 
the demand of one party, which is consequently regarded by the 
other party as opening hostilities. If the standard of value is to 
shift about more than ever, this scheme might be useful because it 
would not only make the wages of each industry vary with the 
prosperity of that particular industry, but would also adjust wages 
generally to changes in the value of the monetary unit, commonly 
called changes in the cost of living. It would, of course, require 
the abandonment of the pernicious practice of endeavouring to 
settle wages for long periods into the future which inevitably 
leads to disputes embittered by allegations of bad faith. 

Edwin Cannan 


The Econamics of Progress, By the Eight Hon. J. M. 
Eobertson. (London: Fisher Unwin. 1918. Pp. ix + 
298. Price 12s. 6d.) 

This book consists in the main of lectures delivered to the 
political and Economic Circle of the National Liberal Club in 
October-December, 1917, and has the defects which might be 
expected from such an origin, being neither suitable for the purely 
practical uninstructed citizen who never heard of Eicardo and 
Marshall, nor for the- modern student who is left quite cold by 
Jevons’ attack upon and Marshall’s apology for Eicardo — an 
apolc^y ^which Mr. Eobertson in the robustness of his faith treats 
as another attack. 

In tii^vinr^aee and here and there in the body of the book Mr. 
Eobertson trim to resuscitate the doctrine which he rashly taught 
in 1892 in his Fallacy of Saving. At that time it may have been 
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almost excusable to be driven by reaction against the Smithian 
'doctrine of capital setting industry into motion (J. S. Mill's 
“ industry is limited by capital ”) to the equally wrong doctrine 
that' accumulation of capital takes away employment. But the 
Smithian doctrine has long ceased to find any place in economic 
teaching. It is recognised that the amount of employment is 
■altogether independent of the amount of capital, that the workers 
use ^Is and stocks instead of being put in motion by them. So 
that there is no longer any excuse for advancing the wholly un- 
tenable proposition that much saving means “ under-consumption 
and consequent unemployment ” (p. 255). No doubt 8h3rp 
changes in demand may cause unemployment, but to suppose 
that there will be less employment because people demand fac- 
tories and houses instead of beer and cinematograph exhibitions 
indicates considerable detachment from the progress of economics. 

We may doubt whether Mr. Eobertson is altogether sound on 
some other fundamental parts of economic theory. Suspicion 
is excited by his complaint on pp. 78 and 79 that the census of 
production shows that “ large numbers of workers who would be 
classed without question as ‘ productive ’ create wealth only a 
very little in excess of their own earnings.” The excess of 
product over earnings is rent and interest, and why should there 
not be large numbers of workers engaged in kinds of production 
in which labour plays a very large part in comparison with land 
and capital? We read on, hoping that we have been uncharitable, 
till we reach p. 109, where we find : “ It is now recognised that 
Ricardo was perfectly right in saying that labour’s increased 
share, as wages, is gained from profit’s share — that is, from the 
rate of profit ; the rate of profit per unit of production having un- 
doubtedly decreased even while the totality of profit, increases with 
the increased application of capital.” Is “ labour’s share” here 
an amount or a proportion, and is ” labour ” workers in the aggre- 
gate, so that the share of labour is the total income of all labourers 
taken together, or is it wages in the ordin&ry sense — earnings per 
man? And how can wages in any reasonable interpretatioh of 
the term gain at the expense of a rate of profit — a percentage? 
'And what is the “ unit of production” ? The passage smells 
rankly of the old confusion between the rate of profit — ^the per- 
centage obtained on capital — and the proportion of produce falling 
to the capitalist. 

Mr. Robertson strongly deprecates alarm at the diminution 
of natality. It is doubtful if he recognises how enormous is the 
reduction of natality involved in the fact that the absolute number 
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fd MitiiB ia Sagiand in the four years before they were cut down 
tqr war (1911-14) was actually less than it was. in the four 
jiata 1876-8. He argues that alarm is unnecessary because the 
dtmmution is counterbalanced by the reduction in child mortality. 
A talde on p. 271 shows the reduction in the absolute number of 
births in 1906-10 as compared with 1901-5 to have been more 
tiuw) counterbalanced by the reduction in infantile mortality, so 
ttat though fewer were born, 4,000 per annum more re the 
age oi twelve months. But if the next four years had been added, 
as they might have been without entering on the war period, cor- 
ree^nding figures would have shown this trifling margin swept 
away and rejdaced by an adverse balance. A few pages further on 
an even more unhappy attempt is made to show that diminution 
of births is much more than balanced, by reduction of mortality 
under the age of five. The author says : “ Because the annual 
number of births fell from 948,000 in 1903 to 872, (MX) in 1913 
obviously a Slip for 1912 — “ the Board of Education announced, 
on April 10th, 1913, that despite the great fall in the death-rate, 

‘ there is no such diminution in the child mortality as would 
counterbalance the effect of the diminution in tho birth-rate.’ ” 
fie denies this flatly, but instead of considering the actual decline 
of <fliild mortality which had taken place, he expects to disprove 
the Board’s statement by quoting estimates of the numbers of 
children of five years old alive on April Ist in 1903 and 1913 as 
m^wstively 704,896 and 767,987, which would be very telling if 
only the 704,896 were the survivors of the 948,000 babies of 1903 
(instead of being, as they were, the survivors of 918,000 babies of 
1897-8), and the 767,987 had been the survivors of the 872,000 
babies of 1912 (instead of being, as they were, the survivors of 
929,000 babies in 1907—8). He cannot have asked himself the 
etmple arithmetical question what dechne of mortality would be 
ve^ared in carder to provide even the same numter of survivors 
it<m 872,000 as fnmi 948,000, to say nothing of increasing them 
from 704, -896 to 767,987. If there are 705 survivtars Mt out of 
948*, ^ loss is 253 per thousand : to leave as many as that out of 
. 873 the ioea must drop to 192 pet thousand, and to leave 768 out 
of 872 it mart dKq> to 119 per thousand. Moreover, supposing 
tbw diminuthm of births has been compensated by diminutitm ei 
<«4>iWl mortehty , what answer is that to those who are alarmed at 
the tenancy of natality to decline ? Diminution of child mortality 
|e6s9i$y jsjpe ia the ren wii^h a decline of natality 
ntoeeefh3ttg at a uaifoirm rStta* f ptaailrility of oooBter- 
a ttdMe W hWBa by a redaction of ohiW nior- 
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tality obviously diminishes as the child mortality falls. 
When the child mortality is 500 per thousand, a fall 10 per cent, 
in the births can be met by a fall of child mortality to 444 per 
thousand, whfch looks possible enough ; but when five more suc- 
cessive reductions of 10 per cent, in the births have taken place 
the possibility of countering is exhausted, as the entire disappear- 
ance of the child mortality will not meet a further 10 p«* cent, 
redij^on. Alarm may be unnecessary, because of the high pro- 
babmty that when population becomes nearly stationary natality 
will cease to fall, or will rise if that is then necessary in order to 
keep ^^pulatlbn from serious decline. But the alarm cannoi be 
allayed by Mr. Robertson’s method. 

Edwin Cannan 


Die Geldvertnehrung im W eltkriege und die Beseitigung ihrer Fol- 
gen. By Robert Libfmann. (Stuttgart and Berlin : 
Deutsche Verlags-Anstalt. 1918. Pp. 199.) 

Op late there has arisen in the Central Empires a school of 
economic thought which preaches that the gold standard is un- 
necessary and that a paper currency need have no gold cover. Of 
that school Professor Liefmarin is the prophet, and his book, pub- 
lished in 1916, on Money and Gold purports to furnish the scien- 
tific basis of the new doctrines. In his latest publication he con- 
siders the problem of inflation, and he claims to be the first writer 
who (1) has urged as a matter of the most vital necessity for 
Germany’s economic recovery the reduction of prices to their 
pre-war level, and (2) has shown that the existing high prices in 
Germany are among the principal causes which have produced 
the present decline of the mark exchange. 

Professor Liefmann has nothing very new or very startling to 
say about inflation. His main thesis is that notes require no gold 
cover ; they may be equally well covered “ by staple raw materials, 
of which it would be well to have considerable stocks laid up in 
case war broke out— e.g., copper, nickel, cotton, and so fOTth,” 
and continues : “ It is not by any means an unsound principle 
to issue bank notes on the security of good commercial bills.” The 
author never once considers that perhaps gold possesses certain 
qualities which fit it to become the note cover par excellence. He 
will have none of it, because it is responsible for a state of 
affmrs which enables the gold-producing countries, and England 
in particular, to influence the internal circulating media of other 
countries. 
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The scientific value of Liefmann’s arguments may be gauged 
by tw% illustrations. To the criticism that tfie abolition of the 
gold standard will be impossible without the formation of an 
“Anti-Gold League,” and therefore of an understanding with 
other States, Liefmann replies : “ I think this is quite unneces- 
sary. The example of Germany, which in this war has produced 
an abundance of evidence of her strength and has solved so many 
new problems, will suffice to induce other States to imit«y|^ the 
harmless measure of abolishing the free mint.” As a rule Lief- 
mann’s work deserves consideration. In this little book, however, 
he is less of an economist and more of a German propagandist. 
The cloven hoof, indeed, appears towards the end of his book, 
where he declares outright that if the gold standard is abolished, 
England will be hardest hit, and that would be “ our reprisal for 
her destruction of our foreign commercial organisations in almost 
all countries ... for which even in the most favourable peace 
we shall be unable to obtain full compensation.” 

Yet, though Liefmann does not love England, he has nothing 
but praise for her war finance, which he urges Germany to imitate. 
England, he points out, has made efforts to pay for the war by 
taxation and by loans; Germany’s policy of relying on loans 
alone is responsible for the prevailing high prices. “ If our expen- 
diture in the second half of 1917 amounts to 3*4 milliards of 
marks monthly, that is, over 40 milliards of marks per annum, 
and only 25 milliards of marks is the maximum yield of the War 
Loans, it follows, unless the difference is covered from other 
sources of income or from new taxes, that an inflation of credit 
with or without notes is inevitable.” But in Liefm^tnn’s view 
this is not the only weakness of German war finance. It was 
a mistake, in his opinion, to have set up the War-Loan Banks. 
It was folly not to have made efforts to raise loans abroad. The 
cry of joy that German money remained in Germany — an argu- 
ment used in support of all the War Loans — was due to ignorance 
of the most elementary economic laws. The War Loan added 
to the currency; therefore it helped to send up prices; and as 
high prices in Germany are responsible fpr the falling mark, the 
War Loans are among the causes of the adverse rate of exchange. 

On the basis of this argument it stands to reason that the 
main efforts of the State in the transition period after the war 
:ahould ;be directed to reducing prices. Only if that is done will 
the mmrk exchange recover. But Liefmann is not blind to the 
fact IhAt other causes also: affect Jthe rate oi exchange— e.g,, sym- 
'’patfay or antip^by, the news ftom the front, etc. Hence it is 
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necessary for Geri®:iany to impress neutrals with her strength by 
insisting among other things that England shall hand over the 
assets belonging to^ Germans which she holds, amounting to some 
126 millipns sterling. “ In any event, of course, England must 
be forced to deliver up this property.” If England refuses, she 
must be threatened with a continuation of the submarine war. 

Amid bushels of self-praise, criticism of opponents, much 
repetition, and no little propaganda, Liefmann’s book contains* 
about two grains of economic doctrine, which may be summansed 
as follows : After the war the gold standard must be abolishg^d. 
This *will be easy to achieve since the gold standard no longer 
exists. The inland circulation of gold will be a luxury “which we 
shall be unable to afford.” The regulations governing the issue of 
paper money must be abolished ; the experiences of the war period 
have demonstrated that a paper currency even without a gold 
cover finds ready acceptance. 

Perhaps there is good reason for these demands ; perhaps the 
new doctrines have much in their favour. But the unprejudiced 
reader will hardly find in Liefmann’s latest book a case made out 
for their adoption. It must be confessed that as a contribution 
to economic science the value of the book is small. Yet it is 
useful in its way since it shows what prominent German econo- 
mists are thinking about one aspect of post-bellum reconstruc- 
tion, M. Epstein 


PrincipU di Economia Commerciale. By Gino Arias. (Biblioteca 
di Scienze applicati al Commercio.) (Borne : Societd Editrice 
Libraria. 1917. Pp. 948. Lire 25.) 

The Lecturer on Commercial Studies at the Genoese Eoyal 
Institute, and Professor of Political Economy at the University of 
Genoa, has chosen a subject appropriate to his office and surround- 
ings. The central part of the work — or at least that part in which 
the interest of the English reader will probably centre — ^is the sixth 
part, dealing with commercial policy. But, apart from that 
main theme there are good discussions of various topics — much 
excellent fruit outside the kernel. The voluminous treatise con- 
tains matter of three sorts not often presented simultaneously — 
economic history and abstract theory in addition to commercial 
policy. The millesima pagina which according to Juvenal is char- 
acteristic of historical compositions is almost literally attained by 
a volume which comprises, besides history, two other ingredients 
abounding in a variety of topics; 

. No. 111.— vou xxvin. ss 
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In the first part of his work the ' learned author traces the 
development of exchange from its early obscure origins. He 
next surveys the economic regime of ancient fndia — ^the influence 
of caste, the various forms of interest — here, as with. reference 
to other topics, including among his selected authorities what 
has been written on the subject in the Economic Journal. Some 
aspects of commerce and retail trade in ancient Athens are pre- 
* sented with equal lucidity. Passing on to the Middle Ages, we 
are taught that the “ just price” of Charlemagne’s capitularies 
was the value determined by free competition^ in contrast to 
monopoly value. The conceptions of just price formed respectively 
by Albertus Magnus, Thomas Aquinas, Duns Scotus, and some • 
minor doctors present interesting contrasts. In fine, the his-* 
tory of Genoese commerce leads to the conclusion that the earlier 
State regulation was in substance an insurance against the risk of 
dearth ; when this risk had diminished, it was felt that the price 
of the insurance was excessive. 

We do not feel competent to appraise these interesting con- 
tributions to economic history. With more confidence we can 
praise the second part, which deals with value and prices. In 
criticising this part of the volume the present writer is placed in 
the position of an examiner who finds in the work which he is 
examining repeated and appreciative references to his own 
writings. It is but human to be favourably impressed by such 
recognition. Et sapit et mecum facit is a very natural association 
of ideas. Not that the critte always expresses agreement, but 
rather such dissent on minor points as to evidence an independent 
judgment and so to enhance the value of his appreciation. Thus, 
referring to the Economic Journal, Vol. XXL (1911), he admits 
that the principle of monopolistic discrimination resulting in 
benefit to consumers may play a large part in modem industry. 
But he will not admit that the principle is relevant to a Socialistic 
regime {loc, cit,) For “ in a Socialist administration there is not 
and there could not be a monopolist such as we now conceive.” 
Which is, of course, true of ideal Socialism. In all such discus- 
sions much turns upon the degree of abstraction presupposed. 
Perhaps we may thus explain Professor Arias’s seeming dissent 
from the views expressed in the Economic Journal (VII. , p. 403, 
VIII., p. 234, IX., p. 286, X,, p. 288) as to the tendency of a 
specific tax to raise the price of a monopolipi article. We are 
qnite at one With our author as to the decisive importance of 
.future interest on the motives cil the monopolist (Arias, p. 137, 
Economic Journal, XH,, p. 612). As to transactions between 
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two moQopolbts, the so-called “ duopoly,” Professor Atlas, in 
support of the present writer’s view, contends that it is not fair 
to " introduce extraneous elements ” into the data (Arias, p. 139). 
Here and elsewhere he shows a just appreciation of the “ diver- 
gence between the abstract representation and the concrete phe- 
nomenon ” (p. 149). It is not the fault of theorists, “t maggiori 
teorici,” at least, if others, “ oltrepassando M pensiero dei mag- 
giori,” do not take account of this divergence. 

With such just views as to the function of abstract theory, it 
is remarkable that our author should demur to Professor Marshall’s 
doctrine of compromise benefit (to monopolists and consumer). This 
bold (ardUa) abstraction seems to Professor Arias too far removed 
from reality (p. 121). “ The monopolist cannot and does not 
value quantitatively the benefit of the consumer at different 
prices.” Equally surprising seems the criticism of another among 
“i maggiori,” Sir H. Cunyngbame, with reference to the expe- 
diency of an export law (p. 177). “ These purely quantitative 

contentions {raffronti) are not an infallible guide.” Quis negavit? 
The objections to Mr. Bickerdike’s doctrine of incipient taxes 
(propounded in the Economic Journal, Vol. XVII. ; ana- 
lysed by the present writer, Vol. XVIII.) appear similarly 
otiose. The paradox that the advantage generally obtainable by 
a small import tax tends to be greater (sic) when the tax is pro- 
tective is combated by arguments which are indeed agreeable to 
common sense and are valid against the statement as it presents 
itself to the lay reader, but do not touch the theorem as under- 
stood by the mathematician. 

We have not space to follow our author through the wide 
range of subjects as to which he displays a minute acquaintance 
with contemporary writings. His generous recognition is often 
tempered with gentle criticism. Thus Mr. Keynes is praised-for 
“ some truly profound pages ” on the discount policy of banks. 
But the author adds : “ II Keynes perd non h a mto avviso perfetta- 
m'ente nel veto.” So with respect to railway rates the “ perspi- 
cuous thought” of Professor Eipley leads to conclusions that are 
“ not quite acceptable ” (p. 813). Plunging into the controversy 
between Professors Taussig and Eipley about “joint costs,” Pro- 
fessor Arias finds that the very acute English writer through excess 

subtlety deviates from the truth (p. 826). The general im- 
pression produced on us by this elaborate criticism is that the 
Genoese students of political economy are singularly fortunate 
in their teacher. One who has read almost everything that^ has 
been written on each subject, and has marked what he conuders 

2 ** 
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amiss in each writing, who is ready to compare and correct the 
theories "of his qontemporaries, must prove a most effective and 
stimulating instructor. Maturer students may perhaps find that 
the judgment which they had formed on each question is not 
materially altered by the new dialectic; but this circumstance 
does not detract from the educative value of these critical exposi- 
tions. 

This general character appears to apply to that part of the 
work which is specially concerned with the controversy between 
free trade and protection. The cruder presentations of either 
doctrine are ably criticised. If any freetrader is foolish enough to 
argue that, because Italy relaxed protection in a certain year- 
and enjoyed prosperity in subsequent years, post hoc is propter 
hoc, he may be convinced of his error by our author’s sound logic 
(p. 772). It is good also for extreme protectionists to learn that 
there have been “deplorable exaggerations” on their side (p. 794), 
that in general it is the better course to leave to customs 
tariffs a purely fiscal function (p. 179). Coming nearer to prac- 
tical issues, we think that our author has made some contribution 
(p. 606) towards the definition of “dumping” — dumping of the 
malignant sort, against which it is generally agreed that some 
protective measures may legitimately be employed. He well dis- 
tinguishes the phenomenon of plural price which is an incident 
of monopoly and joint production from penetration in a political 
interest as practised by the Germans. But there still remains the 
difficulty of proving that in any given case the more dangerous 
kind of dumping is present to a serious extent. For example, 
with respect to Italy before the war it is not enough to aay : 
“ The importation of machines represents for Italy an annual 
tribute of more than 200 millions [of francs] due to a foreign in- 
dustry.” Professor Arias, indeed, says more than this, but he 
does not in our judgment adequately counteract the presumption 
that to obtain a large addition to the means of production is ad- 
vantageous. Before accepting him as a guide we should require 
more information about particulars. Consider, for instance, the 
following ccmtention (p. 795) : nation is an historical category. 

National interest (convenienza) has necessarily an historical char- 
acter, is not immutable, but continually changeable, is complex 
and inseparably compounded of multiple elements,” and so forth. 
With jrespect to such propositions one may sympathise with that 
cautious student oT whom it is told that he would not assent to 
the axioius of Puclid until he knew what use was to be made of 
the^admis^on. F. Y. Edgeworth 
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A New Way of Housekeeping. By Clementina Black. Collins. 
1918. 3s. 6d. net. 

The development of housekeeping on the lines of modern in- 
dustrial methods has been broached in the last twenty years by 
seYeral writers, among whom Mrs. Perkins Gilman was perhaps 
the most startling and provocative. At first received with in- 
credulity and astonishment, the suggested innovations are now 
beginning to win acceptance, and the war has brought them well 
within the range of practical politics. Strong, capable women 
are now needed in many occupations necessary to the nation, and 
the traditional methods of running the home are seen to be waste- 
ful, using up an amount of energy and effort out of all proportion 
to the results achieved, and retaining the services of many paid 
and unpaid workers who are bs^ly needed for other work. The 
root of the matter lies in the application of scientific method. Both 
in matters of cleanliness and in the choice and treatment of food, 
science is needed. But it is impossible to expect every individual 
home-maker to have this scientific knowledge and training, the 
advantage of which can only be enjoyed by groups .larger than 
the family. It may be said that housekeeping cannot be turned 
into a factory industry, and that we do not all want to live in 
hotels or hostels. The author ot A New Way contemplates no 
such violation of fundamental human instincts, and herself lays 
stress on the desirability of co-operative, rather than business, 
management. Domestic federations of grouped Households, the 
members electing their committee, and tlie committee selecting 
or discharging the staff necessary to do the catering, cooking, 
housework, and table service required— these are thfe main points 
of the proposals outlined in Miss Black’s admirably clear and con- 
crete scheme. In regard to details, as, for instance, whether 
meals should be taken privately or in common, or whether pro- 
vision should be made by the federation or within each family 
for the education and nurture of the young children included, the 
author wisely advises the uttermost possible liberty of choice and 
freedom for experiment. It is impossible not to feel that the 
adoption of such methods would greatly diminish the social cost 
of housekeeping, and also set free valuable energies to assist in 
getting done the vast arrears of work that lie before us in the 
future. 


B. L. Hutchins 
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Th^ Conflict of Tax Laws. By Kowland Estcourt, Ph.D. 

(University of California Press. 1918. Price $1.26.) 

This noteworthy and praiseworthy essay in finance, dated 
March Ist, 1916, was printed in the University of California Pub- 
lications in Economics for April, 1918, and is now issued as an 
excerpt with an index. 

The casual critic might complain, as the young woman did of 
Hamlet, that it is “ so full of quotations” — no fewer than 194 in 
110 pages. But it is a sign of grace in the author that he has the 
honesty and the modesty to acknowledge his authorities instead of 
concealing them and paraphrasing them. The important matter" 
is that the quotations are worth making, are well in their place in 
the procession of the argument, and are frequently from sources 
not easily accessible to ordinary readers. Their value is enhanced 
by the setting of comment in wMch they are embodied ; and the 
whole work is typically American — fresh, incisive, direct, and 
modern. 

The problems of Federal finance, in themselves becoming serious, 
are complicated by the bewildering chaos of State finance. Doctor 
Estcourt sees clearly that the defects of the present systems must 
be made clear to the public in order to secure the driving power 
to reform, and that expert advice must be taken before reform is 
carried out. He contemplates inquiry in each State by a jurist, 
an economist, and a Treasury official — he does not add an account- 
ant — who should pay regard to historical, legal, economic, and 
administrative considerations and should, after comparative study, 
meet for the consideration of points of agreement with a view to 
co-ordination. The author does not shrink from stating clearly 
his own conpeption of the important factors in tax reform. Though 
sometimes open, to question his views are presented with ability, 
and the essay as a whole is stimulating, suggestive, and practical. 
In spite of the quotations it is singularly free from well-worn 
generalities. When the urgent problem to which it calls attention 
is attacked this essay should be found very useful. Apart from this 
it deserves the attention of all students of finance. 

Henex Higgs 



NOTES AND MEMORANDA 


Russia’s Agriculture and the Repayment of Foreign Loans. 

During the last years before the war the annual exports of 
raw materials from Russia totalled, roughly, Rs. 1,500,000,000, and 
her imports Rs.1,000,000,000. 

At the same time Russia’s foreign indebtedness amounted to 
Rs. 4, 500, 000, 000, but this has now been increased to 
R8.16,000,000,000. 

For the repayment of her foreign loans, including interest, an 
annual expenditure of, approximately, Rs.l, 000,000,000 will be 
required, which sum can only be paid out of the excess of exports 
over imports, and this implies that her exports must be increased 
by at least Rs. 500 ,000,000. 

Russia’s exports, as is well known, consist mainly of cereals 
and of raw and semi-manufactured products. Excluding live- 
stock, food-stuffs alone formed three-fifths of the total export. The 
annual export of cereals between 1909 and 1913 averaged 
12,000,000 tons, to the value of Rs.675,000,000, the total produc- 
tion of cereals in Russia reaching 47,000,000 tona. Thus the ex- 
port of cereals represented a quarter of the total production in 
Russia. 

The low level of agriculture determined a very "poor crop, 
averaging only 40 poods per dessyatine (i.e., 490 lb. an acre), 
whereas in England the average is 149 poods, in Germany 140, 
and in France 80. If Russia’s method of cultivation could be 
improved to the French standard, as should not be difficult, she 
would increase her total output to 94,000,000 tons ; thus, even if 
the consumption of cereals inside Russia increases simultaneously 
by 50 per cent.— i.e., from 35,000,000 tons to 52,000,000 tons— 
she should be in a position to export 42,000,000 tons of bread-stuffs 
to the value of about Rs.2, 300,000,000— twice as much as will be 
necessary for the annual payment d her foreign debts. 

The attention of economiste and industrialists should be drawn 
to the problem of ipa:wing Russian agricultural production. This 
is Russia’0 gold-field. Indeed, the output of metal gold in 
Buwa ivefages only R8.70,000,000, which is only bhef-fertirth 
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of the value of bread-stuffs annually produced in that country.- 
Should the conditions of the world’s demand for bread-stuffs after 
the war not allow the immediate export of as large a quantity as 
Eussia can produce, then, while this period lasted, Eussia could 
increase, out of her accumulated bread-stuffs, stock-t>reedi|ig and. 
the production of other food-stuffs (dairy produce, eggs, and 
meat), which will always continue to be in great demand abroad. 

Bearing this in mind, one would suggest that the primary 
object of the economic policy in Eussia should be the development 
of intensive methods of agriculture, as being the simplest and 
surest way of increasing the wealth of Eussia. 

During the past twenty years a great change in the economic 
life of the peasants has been apparent, for whereas they formerly 
produced principally for their own consumption, they have latterly 
catered more and more for the market. This change was 
accompanied, by a great tendeixpy to pass to intensive 
culture and by an acute demand for well-organised agricultural 
credit, intensive culture necessitating costly agricultural 
machinery. This demand up to the present is met almost ex- 
clusively by the rural co-operative societies. In 1902 the total 
number of rural co-operative societies was 1,625 : by 1917 it had 
reached 46,057 ; but notwithstanding the important strides made 
by the co-operative societies in Eussia their numbers are not yet 
large enough nor their capital anything like adequate to provide 
for any considerable improvement in agricultural conditions. The 
speedy increase in their number, however, is remarkable and may 
be considered as a direct indication that the general transition to 
an intensive method of cultivation in Eussia is a matter of the 
nearest future. 

Another sign pointing in the same direction may be found in 
the steady increase in the import of agricultural machinery into 
Eussia 

Imported AgrwyUural 

Year, Machirtery, m cot$, 

B0. 

1906 ... ... ... 18 , 360,000 

1907 ... 20 , 886,000 

1908 26 , 600,000 

1900 37 , 667,000 

1910 ... 38 , 932,000 

1911 62 , 199,000 

1912 66 , 624,000 

In 3^06 agrbnltural machinery occupied the eighth place in 
the list imports, but by 1912.it had risen to the second place, 
^ &8t {^in|,held by cotton ; this was due to the increase during 
<Uie stme pen^ in the import of agricultural machinery by from 
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300 to 400 per cent. , while that of other goods increased by only 
48 per cent. 

The increase in the home production of agricultural machiner;^ 
during the same period corroborates the above figures. In the 
beginning of the period it amounted to between Es. 10, 000 ,000 and 
Es. 20,000,000, while during 1912 agricultural machinery to the 
value of Es.52,600,000 was manufactured in Eussia. 

Agricultural science has not yet reached the highest level and 
there is room for it to work miracles in the near future. There 
is, indeed, great promise in the fact that, side by side with the 
farms which yield only about 40 poods per dessyatine (i.e. , 490 lb. 
per acre), there are others which give 240 poods per dessyatine 
without any sort of manuring but after only an early ploughing. 

Since the vast agricultural population of Eussia (80 per cent, 
of the whole) is made up of small holders, it is a practical impossi- 
bility for the majority of them to own the necessary machinery 
for intensive cultivation of their fields, and the conditions of 
Eussian peasant life would render it necessary that such imple- 
ments should become the property of the rural societies, Zemstvos, 
co-operative societies, or individual owners (other than peasants), 
who would lend them to the peasants on credit terms, utilising 
as far as possible the manual labour of the peasants and receiving 
the hire in cash or in corn after the crops have been gathered. 

The soil is in many regions so minutely divided that such 
machines as tractors with three or four ploughs attached would 
be too bulky to be of any use, and it would, therefore, be neces- 
sary to use small tractors with one plough only. 

During the next twenty-five years the demand for agricultural 
machinery will continually grow, and the import and home pro- 
duction of it will involve the expenditure of many hundreds of 
millions of roubles. Such outlay will be eminently productive, 
and therefore it may be hoped that the, necessary capital for supply- 
ing agricultural machinery on credit will be easily found. 

The certainty of profit to be derived from organising credit 
for the Eussian peasants in order to improve their production, 
the vastness of the sums demanded for that purpose by the popu- 
lation, the system of short credit which will he sufficient, the long 
period of years during which the demand for that credit will 
steadily increase — all these are extremely favourable conditions 
which should prove that the organisation of a big agricultural 
bank in Eussia would be timely and successful. 

These conditions also prove the possibility of organising the 
insurance of crops, estimaj^es being calculated on the methods, of 
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cultivation emploj^cd. The insurance of crops combined with the 
organisation of the hire <rf agricultural appliances would again 
give a strong impetus to the development of intensive cultivation 
and scientific agricultural methods. 

Having in view the importance of the problems involved in a 
scheme of harvest insurance and the high return of any capital 
invested in such an undertaking, it is suggested that this insurance 
should be a Government enterprise, such suitable State organisa- 
tion tending greatly to facilitate the repayment of foreign debts. 

. The statistics here employed and the conclusions arrived at 
are based on data which refer to the Kussia of pre-war geography, 
for the political, economic, and popular interests of the different 
parts of Bussia are so closely interwoven that their confederation 
in. one form or another is inevitable after the war. Moreover, I 
deal exclusively with the agricultural potentialities of Bussia and 
with its transition to intensive culture, which concerns principally 
those Russian regions which will never cease to be Russian. 
Regardless of the political configurations and inter-relations of 
these regions, they will always have to bear their share of the 
burden of the old Russia’s foreign loans. 

E. Hbrmonics, 

Formerly Presideni of the Russian 
Oovernment Committee m London. 


Extracts from German Periodicals Eelating to the War. 

The relief of disabled soldi^s is a subject which receives much 
attention. Thus a Bremen journal records of the local Committee 
appointed for that purpose that relief measures took the form of 
vocational advice, training, finding situations and financial assist- 
ance, while the Ccunmittee also gave advice in matters relating to 
pensions and other legal and economic questions, provided clothes 
and medical treatment, looked after families, co-operated in pro- 
viding resources for the acquisition of small-holdings or home- 
steads, arranged for ccMnposition grants and took similar economic 
measures. Professor Silex in the Berliner Tageblatt demands 
gma.ll holdings for blinded men. With a blind man more than 
'«(^ith any other man speedy assistance is of the greatest importance 
Icn: Ms whole future. A cottage and an acre or so of land will 
itake^am ai^ his family content for all time. 

The problem of wmnen’a wmk alter the war is the subject of 
m arliel^hti Sps^eie Praxu by t>t. Eathe Gaebel. She points out 
;flie reatdlhtimi d wp'kers to p^Mie emjdoyment wiU, of 
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course, be mainly the task of the employment bureaux. It is 
essential that employment agencies which will for the most part 
be- inter-locai during the transition period should be so arranged 
that they will enable the Silesian textile woman worker when 
dismissed from the munitions factory to proceed to some other 
place of employment, or, where possible, to her own home. At 
all costs she must be prevented from wandering about out of work 
or from swelling the numbers of the proletariat in large towns, 
which presumably will still have tbeir power of attraction. The 
prohibition of night work, work on Sundays, and overtime, ought 
to take place at once, ]yhile the elimination of women from em- 
ployments injurious to health odght to be put into force at latest 
within three months. Government orders which can be executed 
by women and are not for technical reasons bound to be carried 
out in any one definite locality should count as emergency work 
and be placed with workers who need them. In all cases where the 
provision of work such as has been described cannot be arranged, 
relief for those out of employment will be indispensable. The 
question of relief presents difficulties. Thousands of women and 
girls, after the return of the breadwinner of the family or the 
restoration of other sources of income, will no longer be forced to 
work for pay. Ought they then to be allowed to have a claim to 
unemployment relief? 

The increase of State maternity grants is demanded by Frau 
Clara Schlossmann in Schmoller' s Jahrbuch, The birth-rate 
before the w^ar reached nearly 2,000,000, and on the estimate 
that three-quarters of the mothers will require State aid, a far 
larger sum will have to be put aside for the purpose than is 
assigned at present. On the basis of the figures in Dusseldorf, 
where in 1916 the amount granted to 714 maternity cases 
averaged Mk.l28, the yearly expenditure in the Empire would 
reach Mk.180 mill. An Imperial grant will be required. It is 
difficult to apply a system of compulsory insurance. All who 
think they can dispense with State aid will decline to pay, and 
those who fail to pay their subscriptions to it will be excluded 
from the benefits of the Act. Any legal compulsion, as in cases 
of non-payment of taxes, will be expensive and unpopular. Another 
objection to compulsory motherhood insurance is that the women 
only are liable for the cost and not the men who as fathers ought 
to share the burden. 

Germany’s war bill is discussed by Georg Bernhard in Piidms 
for June and July. For disabled soldiers and dependents he 
reckons two milliards of marks (£100,000,000) per annum, as 
loliiWB : The number of the killed may be eatimat^ at mUtiun. 
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Among tho dead are a considerable number of young men whose 
death does not make the State liable to give any kind of relief. 
The number of deaths which make the State liable to grant relief 
may be taken at one million. To this a further million may be 
added of men disabled in such a way that they may claim per- 
manent support, and the sum of Mk. 1,000 may be taken as the 
average sum to be given to each individual. It follows, then, 
that at first at least Mk.2 milliards annually will be required. This 
sum will presumably reduce itself quickly, owing to the mortality 
of the pensioners. On the other hand, in the case of soldiers’ 
dependents it must be remembered that the number of war mar- 
riages of young people has been extraordinarily large, and that 
accordingly provision will have to be made for many young orphans 
and very many widows. This, however, may be compensated for 
to a certain extent by the fact that owing to the large number of 
war marriages .of young people many of the widows will remarry, 
and so forfeit their pensions. In spite of the reduced chances of 
marriage experience shows that, given equal chances, widows 
marry sooner than single girls. The annual sum of Mk.2 milliards 
capitalised amounts to Mk. 25,000 million. Combining this figure 
with other items we have the following account : — 

Mk. 

Cost of mobilisation 1,000 millions. 

Purely military war expenses 116,000 ,, 

Cost of feeding the nation and similar charges ... 10,000 „ 

Compensation to owners in devastated districts ... 5,000 „ 

Beoonstruction of the army and fleet 6,000 „ 

Pensions 26,000 ,, 

Total 163,000 millions. 

ft 

This total (£8,000 millton) may be taken as the amount of Ger- 
many’s war debt on the supposition that the war ends this year. 

The demagogic proposal to reduce the interest is strongly depre- 
cated by Bernhard. After the war neutral countries who will have 
a considerable surplus of capital will be inclined to invest in 
German Government loans, just as German municipalities and 
public corpcurations will obtain considerable loans from abroad. 
But every credit transaction with foreign countries would appear 
quite impossible were Germany desirous of repudiating the liabili- 
ties arising from the war loans. Firstly, a drastic reduction of 
the rate of interest on loans would injure very wide strata of the 
pdpalatioh. The summaries issued of the subscriptions to each 
individual war loan show that the number of small subscribers 
has been ^^x%8K^inarily large on every occasion. Moreover, 
thioughunt, the war all trust funds of infants, all the savings of 
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widows and orphans, have been invested in the loans, while many 
public welfare institutions whose funds benefit widows and 
orphans, and especially insurance offices, have been very large 
subscribers. But even that is not the most weighty argument 
against any reduction of the interest on loans. The German 
working classes are still more interested in another side of war 
finance. .The success of the loans was largely due to the fact that 
the ever-increasing scail^ity of raw materials in nearly all indus- 
trial and commercial undertakings transformed into cash capital 
which formerly existed in the shape of raw materials, half finished 
and finished manufactured articles. This capital, thus deprived 
of its functions, had to be invested, and there was no sounder in- 
vestment for it than the war loans. At the moment when the 
German economic system can once more apply itself to peace 
labours this capital will, of course, once more be transformed 
into commodities. The prerequisite for the success of this pro- 
ceeding will be the possibility of converting war loan stock into 
cash either by selling it or lending it. In other words, on the 
possibility of obtaining full value for war loan stock depends first 
and foremost the power of the German economic system to resume 
its labours after the war. • 

In the latest Kriegheft of the Arcliiv fur Sozkdwissenschaft 
(Tubingen) Dr. Carl Erich von Kiihlmann, of Berlin, strongly 
advocates the extinction of the national debt by a single colossal 
levy on capital. It will prove impossible to go on paying interest, 
considering the immense outlay required for reconstruction. It is 
Utopian to expect a development of productive power adequate 
to the burden. Germany is in the position of a railway of which 
the profits scarcely suffice to pay the interest on the bonds. Such 
a concern is best put into the hands of a receiver ; in order that 
the over-capitalisation may be written down, the “ water ” 
squeezed out. The objection that means of production would be 
withdrawn from private hands is treated as fallacious. Likewise 
the objection that the formation of capital would be discouraged 
is said to be illogical, since it is equally applicable to a heavy 
income-tax. The objection that the valuation of property would 
be impracticable is met by the arrangement that the owner should 
value the property, the State having an option to buy it at that 
valuation. The contribution vill be made in war stock or by 
handing securities or goods to the State. There should be a steep 
graduation, the details of which are elaborated in connection with 
the inheritance tax. 

Under the heading Contemporary Changes in Socialist Ideas 
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and Theory Prof. Lederer presents a clear view of the so-called 
neo-Marxism, of which the most prominent representatives are 
Karl Benner, Paul Lensch, and Johann Plenge. Benner’s book, 
Marxismus Krieg und Internationale is highly praised by the 
very competent critic for its style and classical form. But Prof. 
Lederer allows it to be seen that he has not an equally high 
opinion of the author’s logical power ^ and economiiPi insight. 
Renner insists on the interposition of the State — durchstaatUchte 
Wirtschaft, But he has never thought out the relevant theory of 
monopoly. He continues to subscribe to the Marxian law of value. 
Altogether the work is of political rather than economic interest — 
es ist ein politisches, ein durchaus untheoretisches Buck gehliehen, 
Lensch’s book Drei Jahre W eltrevolutions (1917) obtains even 
scanter praise. Lensch sees in the war a revolution after the 
type of Marx’ conceptions. Germany is in the position which in 
the Marxian scheme is chara.cteristic of the proletariate : “ its 
interest is identical with that of all mankind.” Germany is like 
the great men of history, of whom it is said by Hegel that their 
individual aims contain the substance of the world-spirit’s will. 

Prof. Lederer comments, the categories^ of the Socialistic 
range of ideas are translated into world-politics with wonderful 
adroitness (Schneidigkeit). Only, what remains of Socialism? 
While the writer goes on talking of England and France and Ger- 
many as units he gives up the fundamental conceptions of Social- 
ism. Plenge’s book Die Revoiutionierung der Revolutionare is 
even wilder. It will be sufficient to paraphrase the critic’s sum- 
ming up : What mad play of words, what juggling (Ballspiel) 
with ideas ! A revision of the Marxian edifice, a fresh testing of 
his presuppositions, would have been welcome. But Plenge is 
anything but critical. There is nothing new in his neo-Social- 
ism,!’ described as ” a spiritual and economico-technical thorough 
organisation of capitalism.” 

Prof. Lederer also contributes to the Archiv an article on 
Die Oekonopiische Vmschichtung im Kriege, tracing the changes 
in currency and other economic phenomena which have occurred 
in successive periods of the war. 

Other articles deal with conjuncture in war-time, agriculture 
in the period of reconstruction, the possibilities of Hungarian 
i|griculture and their significance for Central Europe, (German) 
newspaj^rs in the period of transition, reconstruction in England 
{xmMly leriyejd from sources winch are y^ry accessible to the 
EngMshrM^)^ 

"'mr— ‘ 
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'Report of Treasury Committee on Bank Amalgamations. 
[Cd. 9052.] Id. 

National Debt. [Cd. 8972.] 1918. The liabilities of the State 

from 1875-6 to 1916-17 are exhibited. 

Report of the Select Committee on the Luxury Duty. No. 101. 

Explanatory Statement on the French Tax on Luxury. No. 57. 

Id. 

Second Annual Report of the National War Savings Committee. 
[Cd. 9112.] An analysis of contributions to State securities, those 
of the small investor amounting to £253,000,000. 

Sixty-second Annual Report of the Registrar-General for Scotland^ 
1916. [Cd. 9014.] 1918. The birtji-rate was 22*79 per thousand, 

being 3*69 less than the mean of the rates for the preceding ten years. 
The proportion of illegitimate births was the same — 7*1 per cent. — 
as on tne average for the preceding ten years. The death-rate — 
14*64 per thousand — is the lowest recorded for Scotland. 

Report of the Departmental Committee for Inquiring into the 
Principles which Should Determine the Construction of Seales of 
Salary for Teachers in Elementary Schools, Vol. I., (Report) [Cd. 
8939], Vol. II. (Evidence and Memoranda) [Cd. 8999]. 1918. 

The Committee have considered “ whether there is any sound 
principle underlying the universal practice of engaging women under 
a scale which is lower than that for men in the same area''; and 
they do not recommend equal payment as a general principle — with 
some important exceptions. A memorandum submitted by the 
National Federation of Women Teachers presents ably the case for 
equal payment. 

Fourth Report of the Central Control Board {Liquor Traffic). 
[Cd. 9055.] 3d. 1918. There has been a continuous reduction in 

public drunkenness, and there is nothing to prevent the permanent 
maintenance of the present level of sobriety. 

Reports of English, Scotch, and Irish Committees, and State 
Purchase and Control of the Liquor Trade. [Cd. 9042.] 9d, 

Trade of India in 1916-17. [Cd. 9067.] 1918. Among general 

features it is noticed that the monsoon “ the jugular vein of Indian 
trade " was favourable, and the crops better than in 1915-16. Whole- 
sale prices'^ were (in Calcutta) 17 per cent, above the level of March, 
1916, and 44 per cent, above the pre-war level. The rise was due 
not to food-grains, but chiefly to imported goods. 

Reports of Departmental Committees appointed by the Board of 
Trade to Consider the Position of Various Industries after the War. 

The Coal Trade. [Cd. 9098.] 4d. Output and Cost of Produc- 

tion, Housing Accommodation, Charges for W|yl€>aves, Support of 
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Railways and Canals, the Export Trade," Shipping Tonnage available 

after the War. 

The Engineering Trades, [Cd. 9073.] 6d. General Survey, 

Works and Plant, Materials, Manuf^turers* Costing, Standardisa- 
tion, Labour, Female Labour, High^'Technical Education, Finance^ 
Competition, Trade Combinations, Dumping, Patents and Trade 
Marks, Trade after the War. 

The Iron and Steel Trades, [Cd. 9071.] 6d. Historical Survey, 
Survey of the Commercial and Manufacturing Position in the 
Various Branches of the Industries, Commercial Reconstruction, Iron 
Ore, Organisation in the Industries, Labour, Protection, Means of 
Transport, Royalties and Wayleaves, Technical Education, Com- . 
mercial Intelligence. 

Shipping and Shipbuilding Trades. [Cd. 9092.] Is. 3d. The 
German Control Stations and the Atlantic Emigrant Traffic, the 
Reconstruction of the Mercantile Marine, International Competition 
and Navigation Policy. 

The Textile Trades. [Cd. 9070.] Is. 3d. The Textile Raw 
Materials, General Position and Sources of Supply, the Present 
Position, Organisation and Future of Each Industry, Plant, Labour, 
Scientific and Technical Research, Marketing, Transport, the State 
and Industry. 

The Electrical Trades. [Cd. 9072.] 2d. National Importance 

of the Eleotrical Industry, Electricity Generating and Transmission, 
Electric Traction, Manufacturing, Financial. 

Much valuable information and good advice — briefly indicated 
above — is given with ^spect to the internal organisation of the respec- 
tive trades. There are also some drastic proposals as to Govern- 
mental action with respect to foreign trade. Thus it is recommended 
that for a period of not less than a year the import and export of 
textiles between the British Empire and enemy States should be pro- 
hibited, and* that afterwards imports from Austria and Hungary 
should be subjected to a special regime. Anti-dumping legislation, 
like that of the United States, and preferential treatment of imports 
from British Overseas Dominions are recommended. Protection is 
openly claimed for the iron and steel industries against dumping, to 
promote imperial preference, as permitting negotiation with foreign 
countries and in the interests of labour. Sir Hugh Bell, with Mr. 
John E. Davison, makes a vigorous protest against this^demand. 

Final Report of Lord Balfour of Burleigh* s Committee on Com- 
mercial and Industrial Policy after the War. [Cd. 9035.] 9d, 

The^ Position of British Trade and Industry in 1913 ; Measures 
to be adopted during the Transitional Period ; the Supply of 
^Materiafe; Eaa^ntial Industries; the Treatment of Aliens in respect 
of Commerci^ and Industrial Occupations and Undertakings in this 
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Country; Industrial and Commercial Organisation; Finance and 
Industry; Fiscal Policy; Weights and Measures; Coinage Conclusions. 

Ditto Interim Report on Certain Eesential Industries, [Cd. 9032.] 
2d, ' 

Ditto Interim Report on InipdHation of Goods from the Present 
Enemy Countries after the War. [Cd. 9033.] Id. 

Ditto Interim Report on Treatment of Exports from the United 
Kingdom and British Overseas Possessions^ and the Conservatio.i of 
the Resources of the Empire during the Transitional Period after 
the War. [Cd. 9034.] 2d. 

Report of the Agricultural Policy Buh-Committee of the Recon- 
struction Committee. [Cd. 9079.] Is. 3d. Summaries of Evidence 
with Index. [Cd. 9080.] Is. 3d. 

Effects of the Agricultural Depression, Need for a New Agri- 
cultural Policy, Agricultural Wages, Price of Wheat and Oats, Effect 
of Guaranteed Prices on Rents, Method of Securing Increased Pro- 
duction, Sugar Beet, Agricultural Instruction and Research, Organ- 
isation and Co-operation, Small Holdings, Village Reconstruction, 
Reclamation and Drainage. 

Final Report of the Dominions Royal Commission. With Map. 
Reprinted in small 8vo size, cloth bound. Is. 6d, • 

Final Report of the Health of Munition Workers Committee. 
Industrial Health and Effidency. Plates and Diagrams. [Cd. 9065.] 
2s. 

Preliminary and Historical Sxirvey, Relation of Fatigue and Ill- 
Health to Industrial Efficiency^ the Industrial Employment of 
Women, Hours of Labour, Food and CanteenI, Special Industrial 
Diseases, Cleanliness, Ventilation, Heating and Lighting, Welfare 
Supervision. 

Ditto Memorandum No. 21: The Causation of Industrial Acci- 
dents. Diagrams. [Cd. 9046.] 

Infant Welfaie in Germany. Report prepared in the Intelligence 
Department of the Local Government Board, 1918. Od. 

Report of Committee on Relations between Employers and 
Employed, Conciliation and Arbitration. [Cd. 9081.] Id. 

Memorandum by the Ministry of Reconstruction and Minister of 
Labour on Industrial Councils and Trade Boards. [Cd. 9085.] Id, 

Report of Enquiry made by the Ministry of Labour on the Origin, 
Constitution, Procedure, and Functions of Works Committees. 6d. 

War Prices and House Rents. Department of Statistics, India. 
[No. 581.] The general level of wholesale prices in Calcutta at the 
end of December, 1917, was 68 per cent, higher than at the outbreak 
of the war. The corresponding rise in Bombay was 109 per cent. ; in 
Karachi, 94 per cent. The rise in retail price was 21 per cent, in 
Calcutta, 29 per cent, in Bombay, and 35 per cent, in Karachi. The 
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fiBe Jn house rents in 1917 compared \idth July, 1914, was 41 p^r 
cent, in Karachi, 18 in Bombay, 9 in Calcutta. 

Note on the Egyptian Budget. The annual Reports upon the 
afiairs of EgyjJt, to which the British public looked forward with 
^ interest in the days of Lord Cromer and Lord Kitchener, have been 
discontinued since the outbreak of the war, and in his Note upon 
the Budget of 1918 the Acting Financial Adviser takes a wider flight 
than is usual in the Note. The intention is laudable but the execu- 
tion is (perhaps necessarily) too sketchy to afford us much definite 
measure or indication of the progress of the country. On the other 
hand, the financial details are singularly imperfect. The debt is not 
mentioned. Nothing is said of the census taken last year, though 
its cost is of importance even for comparison. The telephones pur- 
chased last year are estimated to yield a revenue of £200,000 as 
against an expenditure of £140,000; but the terms of purchase are 
not alluded ^ The currency situation is rather questionably 
defended but is not elucidated.^, The notes of the National Bank of 
Egypt, a private bank, which in 1913 oscillated between about IJ 
and 2^ millions sterling, are now legal tender, inconvertible, and 
amount to about 31 millions. We are not told how much gold is 
held against the notes. The fixed amount before the war was 60 per 
cent., but is now probably about 6 millions against 31 millions of 
notes. In other words, the notes uncovered by gold have risen from 
1 million to 25 millions. The terms upon which the notes are allowed 
by Government to be issued are not stated, but we are told that the 
evidence is on the whole against any special inflation in Egypt due to 
our currency system.’' The evidence chiefly relied upon is appar- 
ently the fact that the rise of prices in Egypt is “ probably less pro- 
nounced than elsewhere.” This would be valid if gold and com- 
modities were free to flow; but with an embargo upon so many 
imports and exports and the restrictions upon gold movements, the 
level of prices in Egypt is comparable rather to the level of water in 
a lock than to sea level. And if there is inflation in the other 
countries with which comparison is made a parity of prices would 
rather prove than disprove inflation in Egypt. In 191& the realised 
surplus was over 2f millions out of a revenue of about 20 millions. 
For 1917 a still higher surplus is expected when the accounts are 
closed. For 1918 the Budget is estimated to balance at £E. 23, 250,000. 
The Exchequer is evidently during the war in a flourishing condition, 
but some interesting problems of finance lie ahead. 
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Taxation of Capital 
To the Editor of the Economic Journal. 

Sir, 

It is impossible to read the three articles in your June numb^i^ 
without dismay. That the discussions in the daily Press and the 
debates in the House of Commons should shew states of mind 
varying from mere currency-confusion to invincible ignorance is not 
surprising : we are prepared for anything from such quarters. That 
an American man of business should have published a great plan 
for wiping off the war debt and fertilizing post-war industry by at 
once issuing paper money to the entire amount of the debt on^ the 
security of a compact between the nations to reduce their arma- 
ments to the dimensions of a domestic police force whilst keeping 
up their military and naval taxation to the 1913 level for a hundred 
years to come is no worse than might have been expected from 
the odd mixture of cautious sense and reckless nonsense which the 
American business climate seems to produce. But when The 
Economic Journal shows unmistakable symptoms of the crazy 
delusion that the thousands of millions we have exploded into 
noxious, dissipated gases, destroying in the process an immense mass 
of wealth, both vital and material, are still extant to be taxed and 
levied and collected, merely because the figures which record their 
appropriation are to be found in the books of the Bank of England 
and cognate institutions, and are being used to register a le^al claim 
by the contributors to a share in the income of the country (that is, 
to future harvests as yet unreaped, and future outputs as yet non- 
existent), fills me — sincerely as I respect Professor Pigou — with 
consternation and doubt as to whether our professed economists 
know any more of economics as distinct from stockbroking than our 
solicitors do of law as distinct from bar practice, our doctors of 
science as distinct from clinics, or our clergymen of theology as 
distinct from ritual. 

Do they, like Mr. Sidney Arnold,, who has the excuse of being 
only a Member of Parliament, regard as immediately available cash 
the £14,000 millions at which he estimates the capital of the nation ? 
Both in the House of Commons and in your columns he has implied 
that he does. But when he comes down to practice, all he proposes 
is that the Government should effect a ‘ ‘ levy on capital ’ ’ by simply 
ceasing to pay interest on as much of the War Loan as it may resolve 
to confiscate, and to accept other stocks on mortgage. This is, of 
course, both feasible and constitutional; but it is confiscation of 
income, aad does not enable the Government to anticipate a penny 
of future income. The weak point in Mr. Arnold’^ case is that he 
offers his capital levy plus a subsequent income-tax of 28. fid. in the 
pound as an alternative to an income-tax of Is. fid. or thereabouts. 
But he can give our capitalists no guarantee that, if they accept 
the ievy, the present income-tax of fia. will be reduced by a single 
farthing, or that it will not be increa^d. The candles of the capitalists 
will be burned for them at both ends with the greatest cheerfulness 
by a Labour Government, or a Government depending for office on 
the Labour vote. 

Let us consider what would happen if the Government were to 
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treat every man who has given them five pounds which it has spent 
in gunpowder and burnt in Flanders or Mesopotamia, as if he really 
were, in your contributor's phrase, ** worth £5." They could, if 
they decided to tax him on that assumption, take the American 
gentleman's advice to the extent of issuing paper money to the 
^mpunt of the levy and putting it into immediate circulation. 
Suppose they decid^ on a 10 per cent, levy, and that this amounted 
to 1,000 millions (which is quite likely, much as I should prefer to 
expect 8,000). Let us assume that the spare money available as 
new capital for the year was 400 millions. This being the sole 
reality at the back of the paper issue, it would promptly depreciate 
until the whole bulk of it, despite its face value of 1,000 millions, 
would be worth only 400 millions. 

This does not apply to burnt gunpowder alone : it is equally 
true of railways, mines, factories, end ‘‘fixed capital" generally.* 
You cannot eat tunnels and embankments or pit shafts, nor pay 
debts with them : you can use them for the production of income 
and for that only. If the capital of the country were multiplied a 
millionfold we should still have to live from hand to mouth: any 
attempt on our part to " realize " would end in our realij^ing only 
that applied capital is not available for consumption. 

To the man of business this seems absurd. What is the use, he 
asks, of telling me that I cannot realize my capital when I have 
done it again and again and see men doing it every day? He 
believes, because he sees people living by taking in washing, that 
we can’^all live by taking in one another’s washing. Never having 
reached the limit of possible realisation, or seen it reached, he does 
not know that this limit is the newly accumulated spare money 
seeking investment at the ‘moment. If it be four hundred millions, 
then capitalists desiring to realise (that is, to anticipate their next 
twenty years' income) can find investors who, wishing to postpone 
consumption of twenty years' spare subsistence, will swop with them 
to the extent of four hundred millions. But if the Government, by 
a levy of 10 per cent, on capital, forced capitalists to attempt to 
realise to the extent of 1,000, or 1,500, or 2,000 millions (according 
to the various estimates), it would not gel a farthing more in hand 
than the four hundred millions; for the value of the stocks would 
go down to that sum no matter what its nominal figure might be. 
Even in such a trifling levy on capital as the death duties there is 
not a single instance known to me in which Somerset House has not 
had to allow the payment to be spread over a period of years. There 
is never anything to tax or levy on but spare income; and Jevons 
never displayed the peculiar sense of reality which distinguished 
him as an economist better than when he defined capita} as spare 
money. " 

Capital is, in fact, spare subsistence ; and when this spare sub- 
sistence is once consumed by . workers in the act of making means of 
production, no further consumption is possible except of the product 
as it comes year by year or hour by hour. Even a building left 
withoTjdi repair cannot be used by anj^one for more than sixty minutes 
every hour; and any man attempting to ‘‘ realize " it by living in it 
sixty ho^ a day would find h|inseft very much in the position of 
^ one trymg live on the square root of minus a million. Professor 
Pigou’s suggestion of taxing the capital represented by personal 
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ability is open to the same objection. Shakespear made a fortune 
by his abiUty; and since his death many other men have made 
fortimes by^ it. Some have lost them. Suppose Shakespear ’s 
genius, when he was a young poacher of twenty, had been valued 
at a million : a very reasonable figure I Professor Pigou might have 
helped Queen Elizabeth to assess a tax on it; but all the Queen > 
horses and all the Queen's men could not have collected it. 

The practical conclusion is that the Government can stop paying 
interest to British subjects on the War Loan, and can also confiscate 
our industrial stocks and put the dividends in the national exchequer 
In future. If it will redistribute tiiem satisfactorily I have no 
objection ; for it has been as plain as the sun in heaven for fifty years 
past that the present distribution of income is absurd, and that redis- 
tribution of income is bound in all developed countries to take the 
place of such comparative trivialities as redistribution of parlia- 
mentary seats. But by no mortal means can the Government 
ever have more to distribute than the income of the moment. On 
the Stock Exchange to-day a few men can swop their claim to a 
quarter of wheat from the 1930 harvest for an immediate banquet 
at the Savoy; but the ultimate buyer will have to wait until 1930 
for his wheat. As far as the available wealth is concerned, it matters 
not whether it be confiscated by a high income-tax or by a capital 
levy : the World cannot live beyond its income either way. Which- 
ever method we adopt we must adopt it with our eyes wide open to 
this fact; for if we insanely imagine that we can “realize" next 
year's output this year (to say nothing of the output of twenty 
years hence), a crash must ensue which will discredit the whole 
scheme. But if we keep within possibilities by asking for no more 
at a time than the existing spare income, by spreading the payments 
over a number of years or otherwise, then we may not only force 
certain extravagant people to spend less, but incidentally nationalize 
industry by transferring the shares to the Government. Whether 
either of these operations be desirable is an open question. What 
is not an open question is that unless we know exactly what we are 
doing, the South Sea bubble will be the merest joke compared to 
an attempt to pay off the cost of the war by “ taxation of capital." 

* Finally, may 1 say that it may seem incredible that considerations 
so obvious as those I have pointed out should have escaped econo- 
mists, financiers, and men of business? I was incredulous myself 
for some time; but, having read the debate on Mr. Arnold's proposal, 
and most of the City articles dealing with the question, as well as the 
utterances of the economists, I am driven to the conclusion that even 
experts are subject to the illusion created by Stock Exchange opera- 
tion that stocks on the whole are immediately realizable assets. 

Yours truly, 

G. Bernard Shaw. 

The Editor has invited me to write something in reply to the 
foregoing letter. I can do this very briefly. Mr. Bernard Shaw 
has enunciated, with characteristic ornamentation, two propositions. 
The first is that resources which have been blown away in the 
operations of war are no longer available; the second, that most 
forms of capital, such as railways and mines, cannot be “realised," 
in the sense of being rendered suscepl;i|)le to consumption. Both 
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these propositions (I do not include all the surrounding ornamenta- 
tion) true. Neither, so far as I can recollect, is denied in any 
of the three articles upon which Mr. Shaw purports to comment. 
In my own article they are both explicitly affirmed. Neither of them 
has the least relevance as an argument against a levy on capital carried 
out in the manner and for the purpose there proposed. I have not 
suggested that the State should collect and hand over for consumption 
either the relics of exploded shells or surviving railway embankments. 
The proposal is that, instead of intervening annually for an indefinite 
period to transfer actual income from taxpayers to holders of Govern- 
ment debt, it should interfere once only, to wipe off a substantial 
part of the debt, by transferring iticome-yielding instruments. I 
appreciate — and reciprocate — Mr. Bernard Shaw's kindly sentiment 
of respect. But I should have appreciated it still more had it led 
him to inform himself of what my article contained before he set 
out to criticise it. A. C. Pioou. 

P.S. — Since the ornamentation about Shakespeare refers specially 
to me, perhaps I should not pass it by altogether. There are, as I 
indicated, serious difficulties in the way of a supplementary tax upon 
the immaterial capital of ability. But that urged by Mr. Shaw is 
not one of them. For, first, as I explained, this tax would' not be 
levied in a lump sum, but annually. Secondly, the capital value of 
ability was defined as the discounted value of the income that it is 
expected to bring in to its owners. It is obvious that in this sense, 
the only one here relevant, the capital value of Shakespeare's genius 
at twenty cannot have been more than a few thousand pounds. To 
name in this connection such a figure as a million is a grotesque 
equivocation. It is like objecting to an ad valorem tax on the sale 
of copyright, that, since Paradise Lost is “ worth ” several hundred 
thousands, such a tax would have ruined Milton. A. C. P. 

As I have had an opportunity of reading Professor Pigou's letter 
in proof, I am glad to have his support in my main and nationally 
vital contention. But if he will reread his article carefully, he will, 
I think, find in it what any very ordinary reader (say a Member of 
Parliament) would take to be an assumption that it is possible to pay 
off at once not only 10 per cent, of the cost of the war by taxing 
capital but even 25 or 50 per cent. No doubt Professor Pigou, not 
realizing the degree to which the error I have exposed prevails (it 
is rampant in the third aorticle, amd only restrained by a practical 
business sense of ihe difficulty of realization in the second) con- 
sidered that he had sufficiently guarded himself from misunder- 
standing; but if he had succeed’od in doing so I should have been 
eager to claim him as an authority on my side. 

I confess I am not even yet convinced that he is quite free from 
the illusion that capital values really exist. What are we to make 
of his discussion of the case of Shakespear? Pe says that my 
sugg:estion that Shakespear 's genius might have been capitalized at 
a million is ** an equivocation." Apparently what he means is that 
the estimate is excessive, as "the capital value of Shakespear 's 
genius twenty cannot have been more than a few thousand 
^pounds. ^ 1 probably know a good deal more about theatrical 

profits than l^rofessor Pigon; but if he will not accept my authority 
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I will accept his for the sake of arguntent, and estimate the capital 
value at £2,u00. • A 10 per cent, levy on that would have been £250. 
A 1 per cent, levy would have been £25. An attempt to collect 
either sum fr6m the twenty-years-old Shakespear would have resulted 
in the discovery that the £2,500 was a figment. Would any sane 
Elizabethan at that time have advanced Shakespear a single shilling 
on the security of “the discounted value of his future income 

No economist would “ object to an ad valorem tax on the sale of 
copyright ” on the ground that “ since Paradise Lost is worth several 
hundred thousands [it is worth nothing commercially, by the way, 
as there is no copyright in it] , such a tax would have ruined Milton. “ 
But pvery economist who understands his profession would object 
to a- tax on the potentialities of penniless genius. A copyright, which 
can attach to an achieved work only, is a productive property. When 
1 produce a manuscript, and the law gives me the power to withhold 
it from publication or performance on my own terms, I am in the 
position of the landlord of a freehold. T can live on the income of 
the freehold by cultivating it myself as a publisher or manager, or by 
leasing it to a publisher or manager. Or, if I desire to anticipate 
the income, I can sell it outright to some person who, having a fund 
of spare subsistence, desires to postpone consumption of it. What 
it will fetch will be determined by the current supply and demand 
in spare subsistence and by the attraction of a gamble in a very 
hazardous sort of property. But the sale once effected, the price 
can be taxed without taxing capital values, because the price has 
necessarily been paid out of spare income. The stuff, that the money 
represents is there. When Shakespear was twenty, the money made 
by Sir Henry Irving when performing Hamlet was not there, and 
could not by any possibility have paid for the equipment of Drake’s 
ships against the Armada, In short, j7ou cannot tax copyrights. 
You can tax publishers’ profits and theatrical profits and authors’ 
fees; and you can levy on the price paid for copyrights when they 
are sold outright, because they all come out of incoipae ; but you cannot 
tax copyright as what Dr. Johnson called “ the potentiality of 
becoming rich beyond the dreams of avarice.” In making that 
distinction I am not writing “ornamentally,’' but exactly. Pro- 
fessor Pigou may mean that exactitude is the highest ornament of 
style ; but if so, he has left this point, too, a little obscure. I really 
do not think I am guilty of obfuscating economic argument by the 
fascinations of belles lettres. G. B. S. 


Current Topics. 

With the impartiality on matters of current controversy 
usual in The Economic Journal we now, after allowing the 
advocates of a Levy on Capital to have their say in our last 
number, invite our readers to hear the other "side. The first two 
articles in the present number dealing with the subject are sup- 
plemented by the criticisms of Mr. Pethick Lawrence’s proposal 
which Mr. Henry Higgs contributes to the Reviews, and by 
Mr. Bernard Shaw’s observations printed above. 
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Some of the arguments against the projected levy were ex- 
pounded at the last meeting of the National Bank of New Zealand 
by the Chairman, Mr. Pember Beeves (reprinted in The Times 
.of July 25th). Assuming the debt after the war to be £7,500 
million and the taxable capital £1,200 million, he argued that in 
order to pay off half the debt there would be required an impost 
of over 30 per cent, (to pay off two-thirds 41 per cent.) collected 
quickly, say in three or four annual instalments. The selling 
value of all securities would be reduced thereby. “ With a gloom 
of a 20 to 40 per cent, levy impending over them buyers would 
not be disposed to give the same prices as before.” The reduction in 
the value of securities would involve a reduction in the accommo- 
dation given by banks. If the taxpayers are to be allowed to 
choose which part of their property they will contribute “ the 
result would be to turn the Eevenue Department into something 
like an Old Curiosity Shop and a lost property office.” If the 
Government were content to become a mortgagee, until the mort- 
gages were paid off the debt would remain. Masses of property 
awaiting realisation would further depress prices of capital. As 
to the suggestion that holders of War Loan should take the 
conscripted securities in exchange for their bonds, Mr. Beeves asks 
“ On what terms? ” and rules out the proposal as “ muddled and 
impracticable.” The resort to banks would diminish their liquid 
capital. Banks would have to remain mortgagees on a vast scale 
for years. Moreover, the‘community would not be freed from 
debt. The War Loan might be partly paid off, but the traders 
and industrialists would owe most of the money to the lending 
institutions. Also, working capital would be diminished. True, 
“ the money merely passes from X to Y. Yes ; but Y’s £10,000 of 
War Loan, a first-class piece of property, is extinguished.” “ The 
working capital of the community is for the time £10,000 less.” 
There would be great difficulty in assessing capital, e.g., the 
funds of trade co-operative societies and insurance companies. 
What of “ the creditors who have lent their money on the faith 
of most solemn and reiterated promises that both principal and 
interest would be secure ” ? “ It is no excuse for fleecing your 
creditors that you strip other people also.” It is grossly inequitable 
that the owners of national capital should be picked out for 
exaction while professional men, writers, actors, etc., pay little 
or nothing. In fine, saving "‘would be deterred" by penalising the 
pirovideift while allowing the spendthrift to escape. The only 
mode of lightening the burden of debt that Mr. Beeves can 
soggest il’to ** maintain credit, ddnfidence, and enterprise” ; and 
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, 80 ,. as short-dated War Loans fall in, “ to borrow the large sums 
required to pay them off, at reduced rates of interest.” * 


The series of conferences of working-class associations held 
under the auspices of the Council of Buskin College, as mentioned 
in former numbers of the Jouenal, was continued at Manchester 
in May last, when 160 delegates, representing some 90 trade 
unions, co-operative societies, and other working-class bodies, 
attended the fourth conference. The subject under discussion was 
The State and Industry during the War and After, and papers on 
The State and the Citizen, The State and the Producer, and The 
State and the Consumer were read by Mr. H. Sanderson Furnissi, 
Principal of Buskin College, Mr. Hilton, o<’ the Garton Founda- 
tion, and Mr. J. J. Mallon, secretary of the National Anti-Sweat- 
ing League. The papers, with a full report of the discussions to 
which they gave rise, have been published by Buskin College in 
the form of a booklet, which is the fourth volume of the Re-organi- 
sation of Industry Series, price Is., post free. 

In addition to the work of these conferences Buskin College, 
while still unable, owing to the war, to receive residential students 
as formerly, has been able to make an important new departure 
by holding at S. Edmund Hall, Oxford, during the months of 
July and August of this year, a summer school for trade union 
officials and others. This id^ we believe, the first occasion on 
which a body of trade union officials have at their own request 
come up to Oxford for a course of study, not merely with the 
object of increasing their knowledge of the technical details of 
their trade union work, but for the study of economics, industrial 
law, and trade union problems — ^for education in a broad sense 
of the word. 


The Committee of the British Association, Economic Section, 
whose reference is “ The effects of the war on credit, currency, 
and finance,” appointed last November a sub-committee to con- 
sider possible amendments in the income-tax. The sub-committee 
have circulated a questionnaire containing some leading ques- 
tions. For instance : “ Would you suggest any reductions or in- 
creases in exemptions, abatements, or allowances? ” Another 
question suggests a doubt whether the distinction between 
“ earned” and “ unearned ” income is sound ; another question is, 
whether the “ source ” of a man’s income is more important than 
the claims on it. We understand that the sub-committee has 
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been digjjuesing the scales which might be recommended for & 
post-war income-tax, but that it hae not yet come to a decision. 


The Government have decided to appoint a Committee “ to 
investigate and report as to the relations which should be main- 
tained between the wages of women and men, having regard to 
the interests of both, as well as t<^the value of their work. The 
recommendations should have in view the necessity of output 
during the war, and the progress and wellbeing of industry in 
the future.” The Committee will consist of The Hon. Mr. 
Justice Atkin (Chairman), Dr. Janet Campbell, Sir Lynden 
Macassey, K.C., K.B.E., Sir W. W. Mackenzie, K.C., K.B.E., 
Mrs. Sidney Webb. - 


The Newmarch Lectures at ^University College will be given 
this year by Mr. Henry Higgs— the third course which he has 
given in succession. The subject of this year’s course will be 
Financial Statistics. The lectures are open to the public without 
fee or ticket. The first lecture — on The National Balance-Sheet — 
will be at 6.15 p.m. on Wednesday, November 6th. 


CORBIGENEUM. 

On p. 238 of the June number of The Economic Journal for 
“ L.E.P.” read ” L.R.F.” 
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Journal of the Statistical Society. 

May, 1918. The Bases of Local Taxation in England. E. J. Harper. 
An exposition of the existing system presents defects for which 
reforms are proposed. The reader’s views on incidence of taxa- 
tion were disputed by Mr. Edward Bond. The Industrial Posi- 
tion of Italy. Prof. B. Attolico and Dr. P. Giannini. On the 
Future of Statistics. Harald Westergaard. A methodological 
study referring to the paper read by the author before the 
American Statistical Association, and the criticism of that paper 
in the Journal of the Statistical Society for 1917. 

Quarterly Review. 

April, 1918. The Grievances and Aims of Labour. A Skilled 
Artisan. Lucid and apparently reasonable explanations are 
given as to the views of Labour on profiteering, the influence of 
Syndicalism, Socialism and Pacificism, shop stewards, and other 
burning topics. 

The Edinburgh Review. 

July, 1918. National Expenditure. J. A. K. Marriott, M.P. 
Problems of British Banking. G. S. Addis. 

The Nineteenth Century. 

August, 1918. The New Marxism. Edwin Bevan. 

The Contemporary Review. 

July, 1918. Capital after the War. Sir Hugh Bell. How to 
Prevent Banking Monopoly. Sidney Webb. “ The only remedy, 
ultimately, ... is for the community to take the monopoly into 
its own hands.” Meanwhile transitional remedies are available. 

August. The Control of Prices. A. C. Pigou. Maximum prices 
rather than excess profits taxes are the proper corrective of 
profiteering as to articles necessary for the I^oor. Maximum 
prices involve rationing to avoid chaos in distribution. Their 
tendency to reduce production is not now very operative, pro- 
duction being already limited by deficient tonnage and other 
incidents of war. Various methods of regulating price — each 
regulation being the fruitful mother of many others — are illus- 
trated by concrete examples. 
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Better Business (Dublin). 

August, 1W8. This number contains two descriptive articles on 
The Irish Shirimahing Industry, and on Co-operation in the New 
World in dealing with nuts and berries; and three theoretical 
or speculative, The Next Step in Co-operative Production, Co- 
operative Productive Societies in the Future, and Co-operative 
Production. 

Studies (Dublin). 

June, 1918. This number of the Irish quarterly review of Letters, 
Philosophy, and Science includes a “Symposium’* on Four 
Years of Irish Geonomics (1914-1918). Mr. Geobge Russell 
(“ A. E.“), complaining that the oflBcials of food control regu- 
lated the profits of the distributors on too generous a scale,, 
recommends that every rural district in Ireland should become 
self-supporting — eat its own bread milled in its own mills and 
baked in its own bakeries ” co-operatively. “ Life will be more 
interesting in the country-side,” and productive power will be 
so much increased that there will be more food available for 
the townspeople and for export. Mr. Edward Lysaght testifies 
from personal experience that four years have converted agri- 
culture from a very poor business into a moderately good one, 
notwithstanding the ineptitude of innumerable Government con- 
trollers. Mr. E. J. Riordan contends that there is a systematic 
boycott of Irish industrial resources by British Government 
Departments. 

Bengal Economic Journal (Calcutta). 

April, 1918. The Apprecmtion of Silver. J. C. Coyageb. The 
After-war Price of Silver. Gilbert Slater. Our Currency 
Problems. B. F. Madan. ^Industrial Development of South 
India- Gilbert Slater. Co-operation. B. A. Collins. In- 
dustrial Development. E. A. Horne. The Labour Question 
in India. H. S. Jevons. 

Journal of the Indian Economic Society (Bombay). 

March, 19181, To stimullte and focus the thoughts and energies of 
all interested in the economic advancement of the Indian people 
is described in an editorial as the object of this pew journal. 
The Indian Budget for 1918-9. V. G. Kale. The Vulagp in 
the Melting-pot. Gilbert Slater. Referring to Prof. Jevons’ 
proposals (at the Poona Conference last December) for the appli- 
cation to India of the principle of the English Enclosure Acts, 
Prof. Slater points out that those Acts were not an unmixed 
benefit. The Organisation of Besearch in India. N. M. 
Murumdar. Capital and the Rate of Interest after the War. 
M. J. AntjSA. 

The QuatUfly Journal of Economics (Cambridge, Mass.). 

^May^ 1918* Bow to Promote Fmeign Trade. F. W. Taussig. After 
exposing .several jppular misconceptions concerning foreign trade 
and fnw dubious devices for promoting it (export bounties, 
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reduced rate^ for transportation of goods for export, reduced 
prices of such goods, discriminating duties in foreign countries), 

• Prof. Taussig advises cultivating at home industrial efficiency 
and abroad the spirit and the letter of the open door. Recent 
Railroad Failures and Reorganisations. Stuaet Daggett. A 
Study on the Incidence of an Increment Value Land Tax. Carl 
C. Plehn. The effects of an increment tax of the British type 
are analysed, and illustrated by numerical examples, and com- 
pared with the general property tax in the United States. Fixed 
Costs and Market Price. Spurgeon Beil. The Operatlov of 
the Massachusetts Income Tax. Charles Bullock. 

The American Economic Review (Cambridge, Mass.). 

June, 1918. Inflation. E. W. Kemmerer. “ Inflation occurs when 
at a given price level a country’s circulating media — cash and 
deposit currency — increase relatively to trade needs.” Such an 
increase has occurred in the United States with bad results. 
Credit Expansion under the Federal Reserve. H. L. Keed. 
Price Maintenance. A. E. Tordal. The Problem of Labour 
Turnover. Paul H. Douglas. Profits of Efficiency. C. J. 
Foreman. Is Utility the Most Suitable Term? Irving Fisher. 
” The two terms ‘ want ’ and * wantability ’ might well be used 
alternatively.’' A **unit of * wantability ' might be called a 
” wantab.” 

Under the head, ” Who is the Twentieth Century Mande- 
ville?” Prof. Seligman replies vigorously to Prof. Patten’s 
sarcasms with reference to public credit. 

Political Science Quarterly (New York). 

June, 1918. Bentham's Felicifit Calculus. Wesley C. Mitchell. 
A formidable attack on the utilitarian philosophy, supported by 
extracts from Bentham’s manuscripts published by Hal^vy in 
his Formation du Radicalisme PhUosophique . Legal Theories of 
Profit. C. J. Foreman, The Food Supply of Russia. H. C. 
Sherman. 

Journal of Political Economy (Chicago). 

April, 1918; The Chicago Milk Inquiry. C. S. Duncan. A 
problem in price-fixing; not solved to the satisfaction of the 
writer. Nassau W. Senior. I. S. Leon Levy. A description 
of Senior’s career introduces a study evoked by the discovery 
of manuscripts containing unpublished lectures. Political 
Economy and Social Progress. C. H. CooLkY. The Place of 
Value Theory in Economics. W. H. Hamilton. 

May, 1918. The Wat Labor Program. L. C. Marshall. The War 
Risk Insurance Act. Paul H. Douglas. Commercial Banking 
and Capital Formation. H. G. Moulton. Nassau Senior. II. 
S, L. Levy. A foretaste of the lectures discovered (in manu- 
script) by the writer, showing that Senior was not, as commonly 
represented, a mere doctrinaire, 

June, 1918, The War Industries Board: its Development, Organisa* 
tion, and Functions. C. N. Hitchcock. The World's Coal 
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Situation during the War. I. W. Notz. The Requisites of 
a National Food Policy. W. H. Hamilton. Principles for the 
guidance of the consumer, the producer, and the Government 
are laid down. 

Annals of American Academy (Philadelphia). 

May, 1918. This number is devoted to Social Work with Families. 

July, 1918. The subject of this number is Mobilising America for the- 
War, which is treated under six heads, comprising in all thirty - 
two articles, for instance, on the mobilisation of women, elimi- 
nating vice from camp -cities, stimulating labour efiBciency in 
war times. Under the fourth head. The Making of a War Budget, 
Prof. Irving Fisher teaches that “our real part in financing the 
war is good old-fashioned thrift or saving.'’ Prof. S. Patten- 
dilates on The Fallacy of Price~^bidding~the rise of prices does 
not tend to increase production. The mobilisation of the public 
mind forms the last heading, comprising a plea for Freedom in 
Discussion in War Time, by Norman Angell. 

The Military Historian and Economist (U.S.A.). 

April, 1918. Are We in Danger of Becoming Prussianised? T. N. 
Carver. The difierence between the regime of compulsion and 
that of voluntary agreement is greater than the difierence 
between forms of liberalism (republic or constitutional monarch). 
Compulsion is necessary in w^ar. Why not for an industrial 
army in peace? Its object is not so definite and unique as that 
of a real army — victory. Besides, war requires speed and 
secrecy. As to the prospects of liberalism with the voluntary 
system, all depends on the capacity of a people to stand pro- 
sperity. A system “ in which the ideals of the peoples were per- 
verted toward the economy of happiness, toward getting the 
largest number of pleasurable sensations out of life, would* in- 
evitably fail when it came in competition with a system in which 
productive activities and constructive achievement were them- 
selves the great sources of direct and immediate satisfaction.” 

"Among recent publications of the U.S. Bureau of Labor Statistics 
may be noticed Food Situation in Central Europe, 1917. April, 
1918. • ^ * 

UEgypte Contemporaine (Cairo). 

January, 1918. La contrabands douaniere en Egypte* J. Achkar- 
Bonnet. The experience and suggestions of a Customs official, 
who argues in favour of substituting specific for ad valorem 
duties and for strengthening the penal law and procedure against 
smuggling. Umganisation des industries en guerre en Angles 
terre. M. S. Amos. An inside account of the organisation and 
functions of our Ministry of Munitions. 

V February. La distribution du orHif en Egypte et la menace d^une 
, crise de ^picylation^ Da. I. G. Levi. 

March. A propos de la menace, 4^’une crise. Dr. I. G. Levi. 

A Afril. ^^L^ i^cmomies de combustibles actuelles et futures. F. de 
Lanoki^. 
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• Journal des Economistes (Paris). 

May, 1918. . Vne protestation contre la bureaxtcratie britannique. 

Testis Senior. Lamartine orateur d'affaires. PAUt Muller. 
June, 1918. Le renouvellement du privilege de la Banque de France. 
Yves Guyot. Lea finances du Boyaume-Vni (1917-8-9). 
W. M. J. Wiliams. A useful conspectus of recent English 
finance. Troisieme rapport sur lea depenses publiques en Angle- 
terre. A. Raffalovich, 

July, 1918. Le coton et la siderurgie. Yves Guyot. Aveuglement 
monStaire. A. Raffalovich. Directed against Mr. Lark- 
v;orthy*s monetary ideals. Le Tabac depuis la guerre. G. Dela- 
‘ MOTTB. 


Jahrbilcher fixr Nationalokonomie (Jena). 

June, 1918. Vom Begriff der Wirtschafi zum Be griff sgebdude der 
Volkswirtschaftlehre. O. Spann. Die Fursorge der Staates fiir 
die Landmrtschaft. G. Below. 

W eltwirtschaftliches Archiv (Jena). 

May, 1918. Das Problem des vaterldndischen Hilfsdienstes in 
kriegfuhrenden und neutralen Ldndern. Dr. Oscar Wingen. 
Franzdsische Schiffahrtspolitik vmhrend des Krieges mit beson^ 
derer Berucksichtigung der deutschen Interessen. f Concluded.) 
Dr. H. Curth. Die Donauprobleme und die deutscnen Aussen^ 
handehaufgaben. Dr. W. H. Edwards. Die Korkindusfrie der 
Vereinigten Staaten von Amerika xvdhrend des Krieges. Eugen 
Bohler. 

La Riforma Sociale (Turin). 

May-June, 1918. Le fonti storiche della legislazione economica di 
guerra. G. Prato. The difficulty of regulaiting prices, especi- 
ally those of durable commodities, is illustrated with respect to 
house-rents by historical precedents. Intomo alia pressione del 
prestito e delV imposta. G. Birgatta. The contention of Prof. 
Griziotti (in Giornale degli Economisti for May, 1917) that the 
financial burden of war may be shifted by a loan from the present 
to a future generation is criticised. Prestite a imposte nelle 
finanze della Guerra. B. Griziotti. Consideiring the financial 
effects of a loan involving recourse to the contributions of pos- 
terity and other incidents, the writer advises leaving to a period 
of greater prosperity the task of sustaining the greater part of 
the burden. 

Giornale degli Economisti (Rome). 

April, 1918. Teoria delV ammortamento delV imposte. B. Griziotti. 
1 lavori della Commissione per Vordinamento ferroviario. 
L. Amoroso. 

May. La clausola della nazione piu favorita. E. Anzilotti. La 
guerra e Vaumerdo regionale delli prezzi. A. Contento. The 
rise of prices, large everywhere, has been largest in the North 
and in busy centres. Sulla economia della concimazione . E. 
Marenghi. The theory of manure. 
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June, 1918. Come ripartire il carico delle spe^^ della guerra. 
B. Gkiziotti. Taxation combined with loana)fp recommended. 
As to the incidence of payment for loans, Pigou has con- 
sidered only the economic, not the /inancial^^pffects. 


NEW BOOKS 

English. 

Barclay (Sir Thomas). New Methods of Adjusting International 
Disputes and the Future. London: Constable. 6d. 

Bradshaw (Frederick), Social History of England. London: 
Clive. Pp. 404. ^ . 

[The object of the voirnne is to supply within reasonable compass a text-book 
euitable for nfie in colleges and upper forms of schools. The author is Lrecturer 
in Economic History at Armstrong College, Newcastle-upon-Tyne.] 

Clarke (John). Outlines of Local Government. London: 
Pitman. 1918. Pp. 83. 

[A revised and enlarged edition of the hfochure noticed in the Economic 
JotrRNAL, Vol. XXVI.] 

Craig (W. L.). Sterling Decimal Coinage. A Colonial Plea for 
Modernising our Money. With some New Ideas in Bespect to the 
Florin Scheme and the Crown Scheme. London: B. Wilson. 1918. 
Pp. 148. 

Hecht (J. S.). Free Trade or Free Production. London: King. 
1918. Pp. 20. 

[In place of Free Trade with its low wages, low wealth increment, and long 
working hours, we may have high wages, high wealth increment, and shorter 
working hours.] 

Keltie (Sir John Scott), The Statesman's Yearbook. Edited 
by Sir J. Scott Keltie. 55th Annual Publication. London: 
Macmillan. 1918. Pp. xlviii-f 1488. 

[The character of being up-to-date is maintained by the Yearbook. For 
instance, very recent particulars as to Bussia are given. The table of principal 
events on the war is continued down to the end of May, 1918. There is an 
interesting map showing the world's pre-war food supply.] 

Lawrence (F. W. Pethick). A Levy on Capital. London: 
Allen and Unwin. 28. 6d. 

[Reviewed above.] 

MALiiOCK (W. H.). Capital, War and Wages. Three Questions 
in Outline. London: Blackie. 2«. 6d. 

Mann (Harold H.). Life and Labour in a Deccan Village. 
(University^ of Bombay Economic Series, Np. I.J London and 
Bombay ; M- Milford. Oxford University Press. 1917. Pp. 184. 

[A minute stStud;^ of a village near Bpolah typical of large tracts in the 
DecSon. The multildicatiqiiL of landowners leading to an exodus from ih$ 
yUlage is a regrettable result of English rule.] 
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Meulen ^|feNRY). Industorial Justice through Banking Reform. 
An outline ofifc policy of individualism. London: James. 1917^ 
Pp. 824. . 

[It is contendecH|at our currency and banking laws lead to serious mduetrial 
injustice. There 3H|^iticism8 of many classical doctrtues. Mill's vieass as to 
the Bll^ Act, BdUpiPlawerk’s theory of interest, etc.] 

M^Ajer (T. FraI^. Do You Pay Excess Profits Duty? London : 
Allen 8^ IJi^in. l9iS. Pp. M. Is. 

New ipowntoien. New Towns after the War. An Alignment for 
Garden ®^s. London: Dent. 1918. Pp. 84. Is. 

RowimiEfi (Seebohm). The Human Needs of Labour. Nelson. 

Sb. 6d. 

Ruskin College. The State and Industry Duripg the War and 
After. Papers by H. Sanderson Fumiss and Others. Oxford : 
Ruskin College. 1918. Pp. 84. Is. 

[To be reviewed.] 

Scott (W. R.). Economic Problems of Peace After War. (The 
W. Stanley Jevons Lectures at University College, 1918.) Cam- 
bridge : University Press. 1918. Pp. 139. 6s. 

Simpson (J. Y.). Some Notes on the State Monopoly of Sale and 
Subsequent Prohibition of Vodka in Russia. London: King. 1918. 
Pp. 64. 

[The general effects and the financial aspects of the State monopoly, and 
of the prohibition are exhibited.] 

Smith (A. D.). The Development of Rates of Postage. London: 
AUen and Unwm. 1918. Pp. 429. 168. 

Smith (E. J.). Race Regeneration. London; King. 1916. 
Pp. 223. 

[A general idea of the topics treated may be obtained by the folio wing beads 
of chapters : “The Declining Birth-rate,” “Housing Endowment of Mother- 
hood,” “A Ministry of Health,” “The Bradford Scheme (for Maternity and 
Child Welfare.'V)] 

Spooner (H. J.). Wealth from Waste. With a Forewoed by 
Lord Leverhulme. London: Routledge, 7«. 6d. 

Turner (Samuel). From War to Work- London: Nisb«t. 
Pp. 109. 

[“A new conception of Ihe executive functions of government,” and “a con- 
sdiOiQSxiesB of the need of Cjesntain reforms ’ ' are inouloated. The author js 
joint-editor of “Eclipse or Empire.”] 

Unwin (George). Finance and Trade under Jjdwjird HI. By 
Members of the History School (of Manchester University). Edited 
by George Unwin. Manchester : University Press. 1918. Pp. 860. 

[To be reviewed.] 

Withers (Hartley). The Business of Finance. London: 
Murray- 1918. pp. vii-h236. 6«. 

fTo be reviewed.] 

Xaws (Ij. K-)- T)^e Woman’s P^rt. A .Beoerjl oi 
Work. LoiMooi : Bo<3(iiier and 1#. .3d. 

I No. Ill, — YQt,. jqcyni. 
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American. 

Aghnides (Nicolas P.). Mohammedan Theories of Finance. 
With an Introduction to Mohammedan Law and a Bibliography, 
(Columbia* University Studies.) New York Co. Pp. 640. 

[The author, who is a B.L. of Constantinople, and Ph.B. of Columbia, was 
reared a^ Christian, but has strong Mohammedan sympathies.] 

Allin (Cephas B.). A History of the Tariff Relations of the 
Australian Colonies. (Studies in the Social Sciences, No. 7.) Min- 
neapolis : University. 1918. Pp. 177. 76 cents. 

Estcouet (Rowland). The Conflict of Tax Laws. (University 
of California Publications in Economics.) Berkeley: California 
University Press. 1918. Pp. 231. 

[Reviewed above.] 

The Federal Income Tax. Guaranty Trust Company, New York. 
1918. 

[The Act of 1917 is presented in a convenient form. The graduation from 
Ifd. in the pound to 12s. is striking.] 

Hoxie (R. F.). Trade Unionism in the United States. New 
York: Appleton. 1917. Pp. xxxvii 4-426. 2.60 dollars. 

[Compiled from notes and writings of the late Professor Hoxie.] 

Huberich (C. H.) and King (Richard). The Development of 
German Prize Law. New York: Baker, Voorhis and Co. 1918. 
Pp. 61. 

Kellogg (V.) and Taylor. The Food Problem. New York : 
Macmillan Co., 1917. Pp. 213. 1.26 dollar. 

[The Allies should have a sort of common store to be intelligently dispensed. 
Germany’s food experience and European attempts at control are discussed.] 

Loria (Achille). The Economic Causes of War. Translated by 
J. L. Gamer. Chicago : Kerr. 1918. Pp. 188. 

[Reviewed above.] ^ 

SooTT (James Brown). The Controversy over Neutral Rights 
between the United States and France, 1797-1800. A Cbllection of 
American State Papers and Judicial Decisions. Edited by J. B. S. 
(Carnegie Endowment for International Peace.) New York: Oxford* 
University Press. (America Branch.) 1917. Pp, 610, 

Scott (James Brown). The Declaration of Independence. The 
Articles of Confederation. The Constitution of the United States. 
New York : Oxford University Press. Pp. 74. 

War Excess Profits Tax Law. Guaranty Trust Company. New 
York. 1918. Pp. 94. 

Westbrgaard {W.). The Danish West Indies. New York: 
Mapn^an. 1917. Pp, 859. 2.60 dollars. 

Stevens (Don Lorenzo), A Bibliography of Municipal Utility 
Begulaj^on and Municipal Ownership, Cambridge: Harvard Uni- 
versity Preipj* 1918. Pp. 410, 

[An extensive bibliography designed mainly for the use of business men. 
Plectricity, gas, watei^, traction are among the utiUties referr^ to.] 
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French, 

• Renabd ’(G.). Lea r^percusaiona ^conomiquea de la guerre 
actuelle aur la France. Paria ; Alcan. 1917. Pp. 516. 11 franca. 

German. " 

Feuchtwangeb (Leo). Die Darlehnakaasen dea Deutachen 
Reiches. Stuttgart and Berlin : Cotta. Pp. x + 255. 1918. 

[This, the 141st volume of the Munich Economic Studies, edited by Brentano 
and Lotz, contains a very full and adequate account of the German War-Loan 
Banks. Ample Bibliography.] 

Goldscheid (Eudolf). Staatssozialismus oder Staatskapitalis- 
mud. Vienna and Leipzig: Anzengruber-Verlag. Pp. xviii+186. 

1917. 

[Advocates a levy on Capital as the best method of cancelling war debts.] 

Herkner (Heinrich), Editor. Die Neuordnung der deutschen 
Finanzwirtschaft. Munich and Leipzig: Duncker and Humblot. 
Pp. vii + 345. 1918. 

[Vol. 156 of the publications of the Verein fur Sozialfolitik. Contains six 
valuable papers as follows : — (1) On a capital levy, by Prof. Karl Diehl. 
(2) The method of carrying out such a levy, by Dr. Felix Somary. (5) A 
criticism of the capital levy from the general economic point of view, and 
from the point of view of fiscal justice, by Prof. Heinrich Dietzel. (4) Income 
tax in the German Empire, by Prof. Walther Lotz. (6) Taxation according 
to capacity, with special reference to the size of the family, by Prof. Paul 
Mombert. (6) The Economics of the provision of Light and Power (Petroleum, 
Coal, and Electricity), by Prof. Eberhard Qothein] 

Laun (Dr. Eddolp). Die Internationalisierungen der Meerengen 
und Kanale. La Hague : Nijhofi. 1918. Pp. 172. [A report made 
to the Neutral Conference in Berlin.] 

Wygodzinski (W.), Die Landarbeiterfrage ^in Deutschland. 
Tubingen: Mohr. Pp. iv + 85. 1917. 

* Italian. 

Gini (Corrado). II Costo della Guerra. Eome: L’Universelle 
Imprimerie. 1918. Pp. 38. 

[There should npt be included in the cost of the war the forgoing of wealth 
which might have been expected but for the war, nor the cost of preparing for 
war during peace. Even taking account of the loss of personal capital, the cost 
is less, the ultimate gain greater, than appears. There will be greater economic 
efficiency, a new spirit of solidarity, and international collaboration.] 

Graziadei (A.). Quantita e prezzi d’equilibrio fra domanda ed 
ofierta con particolare applicazione al nitrajjo sodico. Eoma: 
Athenseum. 1918. 

Pantaleoni (M.). Politica. Criteri e eventi. Bari: Laterza, 

1918. 




THE ECONOMIC JOURNAL 

DECEMBER, 1918. 

GOVERNMENT CONTROL IN WAR AND PEACE. 

THi^ast expansion of Government control in the economic 
sphere which has taken place during the war is without parallel 
in the history of the world. Nobody doubts that in the difficult 
period of transition that must follow immediately upon the 
declaration of peace some portion at all ev^ts of 'this control 
must be retained. But on the question how far similar control 
i8*appropriate ^ a permanent peace policy there is acute con- 
troversy. Qne ^hooj, pointing to the appalling waste which has 
been brought home to the Ministry of Munitions and to the delays 
and incompetence of many Government Departments, demands 
that the wholeJthing shoulfi, be swept away at thq earliest possible 
moment. Another school, attributing the defects which have 
been revealed to the rush and hurfy of war,, and emphasising 
the success, for example, of the Ministry of Food, claims' that 
the hold which has now been taken in the general interest upon 
private capitalism 'should be permanently retained. This con- 
troversy relates to three distiilfct types of control : first, adminis- 
trative intervention by Government in industry, designed to in- 
crease production; secondly. Government interference with the 
allocation of supplies between different industries, different firms, 
and different individual consumers — interference the various forms 
of which it is convenient to group together under the general 
name of rationing ; thirdly. Government regulation of prices. In 
the following pages these three different sorts of control will be 
studied separately. 

I. 

Administrative Intervention, in Production. ' 

^During the course of the war the urgent national need for en- 
larged supplies of munitions, home-grown food, ships, and certain 
other articles, has led to direct State intervention in production. 
Natipal productive establishments have been set up, private 
^tabli^ments have been controlled, and special grants made 
to enable them to expand their operations. The Board of Agri- 
No. 11^.— YOL. xxvnis c 0 
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culture has taken powers to encourage, and, if need be, to compel, 
increased cy^ltivation of land, and has also provided a number of 
facilities in the way of soldiers’ and prisoners’ labour and specially 
imported machinery to assist farmers. The underlying motive 
of this interference has been to force capital, enterprise and labour 
forthwith into the production of particular urgently needed things. 
It is true, of course, that, when there is a shortage of anything 
relatively to the demand for it, this fact by itself always tends 
to stimulate people to direct their efforts towards producing that 
* thing rather than other things. But this reaction is usually a 
slow one; and in this war the essential requirement has been 
speed. The principal purpose of Governmental assistance and 
coercion has been to secure this ; to surmount at once by direct 
i^ttack obstacles that, in the ordinary course, could only be turned 
by a slow and gradual movement. And the need for such action 
has, of course, been intensified in industries where the Govern- 
ment itself, by artificially keeping down prices, has removed whaj 
would normally have been the main stimulus to private effort 
after increased production. After the war all this will be changed. 
It may, indeed, be decided that, in the interest of national safety, 
certain things {eng,, wheat) ought to be produced in this country in 
larger quantities than the fre^play of private interest would secure ; 
and, in that event, there will be a case for bounties or protective 
duties. But this does not imply any sort of industrial control. It is 
not administrative intervention. When normal peace conditions are 
restored, the main motive — to immense and speedy diversion of 
resources from their normal employment — which has lain behind 
administrative intervention during the war, will have entirely 
disappeared. 

This, however, is not all. Besides impelling the nation’s 
resources into particular services of very urgent demand, the 
Government has also intervened with a view to bre$bking down 
various rules and customs which have been built up by trade unions 
f<M: the protection of the workpeople, and which are believed to 
hamper output. Agreements ha^e1t)een made with the unions, 
on a binding pledge that the old conditions shall be restored after 
the war, permitting women and unskilled workpeople to perform 
industrial operations hitherto reserved for skilled craftsmen, apd 
waiving various 6ther safeguards to which the- workpeople have 
jattacl^ jgreat importance. No doubt among the mass of rules 
and customs that have been scrapped some were definitely anti- 
s^iai in i^ir action ; while oth^tf, though they might appl^ to 
^ hinder production at the moment, yet, by conseiwing thd workers 
from werstrain, probably in the long run im^eased it;^ After the^ 
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war it may be expected that the unions, while standing by the rights 
given them ur^der the pledges of the Government, will themselves 
undertake a review of these rules and customs in such matters as 
dilution and women’s work. But, whatever settlement is come 
to in these matters, it is plain that Governmental intervention 
by way of persuasion and pressure upon the unions was a special 
ad hoc war measure, and that, when normal peace conditions are 
restored, it will not be practicable to continue it. 

It might thus seem that, with the winding up of the war, there 
will be no reason why the Government should not return, so far 
as administrative intervention to stimulate production is con- 
cerned, to the general attitude which it was accustomed to adopt 
before. This conclusion, however, ignores one important con- 
sideration. It is true that the actual case for and against this 
type of Government action will not be substantially altered. But, 
owing to the experience which has been gained of what, in certain 
directions, Government is able to accomplish, it may be that 
people’s knowledge of what that case is will have been modified. 
In this connection chief importance attaches to the management 
of railways. During the war these have, practically speaking, 
been worked aB a single concern under Government control. 
Before the war the economies to be looked for from this kind of 
unification could only be guessed at. Now, in spite of the peculiar 
character of war traffic, with its iihmense trainloads of munitions 
and troops, there are available some guiding facts. Some authori- 
ties hold that these facts are distinctly favourable to a unified 
State railway system. It may be, indeed, that they are concen- 
trating attention unduly upon immediate results and taking too 
little account of the deadening effects which such a system might 
in the long run produce upon railway enterprise and develop- 
ment. That, however, is clearly a matter for detailed study. 
In this field, therefore, the question whether a quasi- 
public administrative control should be continued after the return 
of normal peace conditions, or even whether this control should 
be further developed into definite nationalisation, may be regarded 
as an open one. 


II. 

Rationing, 

Eationing in the wide sense in which the term is here used 
includes all forms of Government interference with the distri- 
bution of*^oods ; whether it operates between different industries 
or between different firms in the same industry, or between different 
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consumers ; and whether the procedure adopted is an embargo 
upon certain uses, or a system of priority certificates, or rationing 
in the narrow sense in which that term is ordinarily employed. 
The question of the place proper to rationing in tte permanent 
peace practice of this country is intimately bound up with the 
question of price control. The solution will be quite different 
according as prices are or are not limited in such a way that, at 
the legalised price, the quantity of the thing demanded is greater 
than the quantity offered for sale. It is important to notice that 
not all price control involves this kind of limitation. A mono- 
polist may be prevented from charging as much as he would charge 
if left to his own devices, and yet, at the price actually set up, no 
more of his product may be wanted than it pays him to sell. 
When there is no monopoly, however, if the Government forbids 
sellers to charge prices as high as the free play of the market 
would bring about, it necessarily follows that, at the price actually 
established, there is not enough of the commodity to go round 
among those people who want to buy it. The distinction, there- 
fore, which is fundamental to the study of rationing, is not be- 
tween control and absence of control over prices, but between a 
kind of control that causes demand at the controlled price to exceed 
supply and absence of this kind of control. 

It is in theory perfectly possible to introduce a system of 
rationing under which prices are left entirely free. When this 
is done the limitation placed on the demands of those persons 
whom the rationing restricts necessarily at the moment reduces 
prices and leaves a larger amount of the rationed commodity 
available for other persons. Were it to be supposed, for example, 
that in the year immediately following the war freight charges 
were to be left free from control, a rigid rule cutting down to a 
minimum all imports other than those of essential articles of food 
would cabse freight charges to be much lower than they would 
otherwise have been, and would, consequently, benefit those per- 
sons who spend a large proportion of their income on food, at a 
cost inconvenience to those who would have liked to buy 
foreign luxuries. If, however, we are contemplating, not a tem- 
porary, but a permanent arrangement, it cannot be claimed with 
the same confidence that a rationing system which obstrueta the 
purchases of one set of people euII indirectly benefit the rest. For, 
IE by system the ^grogate demand is kept down, the indus- 
try affected wffl .not expand its ^le of production so far as it 
jrbiM oller|^ do. In those industaies, however, ;ghich are 
sul^^ect to “w© law of increasing returns,” the very fact of ex- 
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pansion would in' the end have made prices lower than they can 
DOW become. . Obstruction to the purchases of one set of people 
will in these circumstances actually increase the price to others 
and lessen the supplies available for them. In industries subject 
to the law of diminishing returns, the situation is, indeed, other- 
wise. Here rationing which limits the consumption of some 
would, even as a permanent policy, benefit others.^ In theory, 
therefore, circumstances can be imagined in which a plausible 
case for it might be made out. The argument for it is, howev^er, 
so intricate and the benefit looked for so indirect that no states- 
man would ever dream of introducing a permanent system of 
rationing on any large scale for its own sake. In practice, though 
a good deal might be said, it is certain that nothing will be 
said for it, except as an adjunct to the kind of price control 
described above, under which, at the regulated price, there is not 
enough of the commodity to go round. 

Where prices are controlled in this sense, the ordinary market 
influences by which the distribution of any commodity between 
different industries and different people is regulated are in abey- 
ance. Ordinarily at any price everybody buys for every purpose 
as much of a thing as at that price he wants, and this process 
exhausts the whole supply. But under the conditions here^con^ 
templated the sum of the demands of all purchasers for all pur- 
poses is greater, and may be much greater, than the supply. Dis- 
tribution, therefore, if nothing is done, will be the sport of acci- 
dent, influence, and ability to stand for a long time without 
fainting in a queue. There is no reason to expect that the dis- 
tribution reached by these means will be in any sense a good 
distribution. Competent firms may be ruined and admirable house- 
wives starved, while the friction, irritation, and discomfort 
engendered are likely to be enormous. In these circumstances 
rationing must be introduced mihe only means of avoiding chaos. 
There must be rationing of materials among different forms of 
manufacture, so that the important forms shall not go short ; 
rationing of that part of any material which is* allocated to a 
particular form of manufacture among the several firms engaged 
in it, so that none of them shall be unfairly treated relatively to 
others; and rationing of the finished product among consumers, 
BO that here again distribution maf be “fair.’* 

The technical difficulty of building up for permanent peace 
purposes a rationing system designed to bring about these results 
would, it need hardly be said, be extraordinarily great. The 
general nature of the problem presented by the rationing of 
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consumers would, indeed, not be very different from what it has 
been during the war. The Ministry of Food has demonstrated 
that for certain main staple articles of food this part of the 
problem is capable, in an atmosphere of generar goodwill, of 
being solved much paore satisfactorily than anyone would have 
dared to hope. Buf the other two parts of the problem, the 
rationing of materials to the various firms engaged in the same 
industry, anS the rationing of them between different Industrie as 
a whole, would present much greater difficulties under normal 
peace conditions than they have done during war. 

As regards the distribution of material among firms in the . 
same industry, it has been natural during the war to take as a 
basis their comparative consumption pf material in recent pre- 
war years. Thus the Cotton Control Board has made rules limit- 
ing the proportion of machinery that any firm may keep at work 
on American cotton — which practically means reducing the sup- 
plies of such cotton allowed to different firms in a common pro- 
portion — and the Paper Controller has obliged importers of paper 
to supply the manufacturers who buy from them in the same 
proportions as in 1916“17. It is obvious that, for a permanent 
peace policy, this device would not do An arrangement which 
tended to maintain the various firms engaged in an industry 
always in the same relative position as they occupied in an 
arbitrarily chosen year would be a serious obstacle to efficiency 
and progress. It is not easy to devise an alternative arrange- 
ment, or to imagine any plan by which this type of rationing 
could be permanently adopted without grave risk of freezing the 
industries affected by it into rigid immobility. 

As regards the distribution of material among different indus- 
tries, the peace problem would again be more difficult than the 
war problem. During the war Government action has aimed 
primarily at securing material fc^ those industries and processes 
which it has regarded as of greatest national importance. With 
this end in view it has adopted two princpal devices : (1) prohibir 
tion against the employment of certain things in particular 
specified uses; and (2) the allocation of materials to different 
industries or operations in accordance, not with the ordinary play 
of demand, but with its own opinion as to what, is desirable. The 
former of these two types of control is evidently only an embryo 
form of ^ the second. It may, therefore, for the piirpose of this 
discnssioHi conveniently be subsided undOr it. The policy of 
allocating supplies to uses of high national importance has been 
applied on a great scale to shipping, and, by means of an elaborate 
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system of priorities, to the main part of those industries which 
eniploy materials useful for war. The allocation has been based 
upon the Government’s view of the comparative contribu- 
tion which the various industries make to national war efficiency. 
This provides a definite standard to which to work. It is obvious 
that food and munitions and the support of the armed forces must 
take precedence over everything else; and, though, as the rivalry 
between the demands of munition- and ot ships for steel has 
made plain, it is difficult, still it is not impossible, by conferences 
between representatives of the various Ministries, to work out a 
fairly satisfactory scheme of priorities. The reason for this is 
that everything is subordinated to a single relatively simple end. 
Under a regime of established peace — apart, of course, from possi- 
ble ‘‘key” industries, for which the obvious method of assistance 
is bounties or a tariff, and not the allocation of material — there 
is no single end of this kind. We have no longer to deal with the 
Government’s wants for war service, but with the wants of an 
immense and varied population for necessaries, comforts, and 
luxuries. In war time it is obviously more important to bring 
steel into the country than it is to bring paper, -and to manu- 
facture army baking ovens than private kitchen ranges. But in 
peace time none of these simple propositions can be laid down. 
Those things ought to be made which aie most wanted and will 
yield the greatest sum of satisfaction. But the Government 
cannot possibly decide wffiat these things are and, even if it 
could decide what they are at one moment, before its decision 
had been put into effect conditions would very probably be changed 
and they would have become something entirely different. It is 
not easy to see how this obstacle to a permanent policy of ration- 
ing materials among the several industries of the country could be 

satisfactorily overcome. ^ 

Serious and perplexing as the technical problems described in 
the preceding paragraphs are, nevertheless, if prices are 
to be controlled in such a way that the demand at the regulated 
^prices is in excess of the supply, they would need somehow to be 
faced; for the alternative, as shown above, is wild confusion. 
Since, therefore, we have already concluded that, if prices are 
not to be controlled in this sense, rationing will not in practice 
be called for, the choice between adopting and rejecting that 
policy depends upon whether or not it is decided to make this 
kind of price control a permanent part of our peace-time prac; 
tice. That issue will be examined in the course of the following 
section. 
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III. 

Price Control, 

During the war the action which the Government has taken 
in regard to prices has been motived in the main by a desire to 
prevent profiteering.” This statement holds good of the whole 
body of price-fixing regulations as between producers and whole- 
salers, wholesalers and retailers, and retailers and the general 
public. There can be no doubt that these regulations have, during 
the war, served a very valuable purpose. Had it not been for them, 
those persons who happened to possess, or to be in a position to 
make, stocks of things that war conditions had rendered short, 
would have been able to charge very high prices and make enor- 
mous gains at the expense of the general public or of the State. The 
people affected by the regulations were not in general monopolists. 
Their opportunity to make large gains was not due to any restric- 
tive action of their own, but to the sudden large demands or 
sudden shortage of supply which war conditions brought about. 
In these circumstances the establishment by the State of maxi- 
mum prices, though it still allowed the firms affected to make 
larger profits than usual, nevertheless meant that at these prices 
the demand was in excess of the supply. Is price control of this 
character and with these consequences desirable as a permanent 
peace institution? 

In any study of this question the vital point to bear in mind 
is that, under conditions of competitive trade, when abnormal 
profits are being made ip any industry more capital and enter- 
prise tends to flow into that industry, output is increased, prices 
fall, and the opportunity for special gain is thereby removed. No 
doubt, when there is, foi" example, a bad general harvest of some 
crop, anybody whose own private crop happens to be a good one 
will make a large gain. But, when there is a good general harvest 
and his private crop is a bad one, he will make a corresponding 
loss. On the average, and on the whole, when a commodity is« 
being produced apd sold under ordinary competitive conditions^ 
prices ^will so regulate themselves that normal profits, and not 
more than nonnal profits are obtained from them. Periods of 
good fortune and periods of bad fortune are both reckoned for in 
fhf calculations of people in search of an industry in which to 
invert their caj^tal or brains. Any general permanent policy of 
f riqe regulation a#pK«d to ordinary competitive 
^mlustries worm Jadt differentially against those industries whose 
profits fluctuate. It would deprive them of their pieces of good 
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fortune |^hile giving them no help in bad fortune, and would, 
tlierefore, cause capital and enterprise to move aw|iy from them 
towards industries in which the profit was more nearly the same 
every year. This diversion of production from the" channels into 
which economic forces tend to direct it, being, from the point 
of view of social utility wholly arbitrary — for ^here is no reason 
to suppose that industries of fluctuating demand and supph/ pro- 
duce things which are socially less desirable relatively to their cost 
than others — would almost certainly involve a misdirection of 
effort and a real loss of satisfaction tp the country as a whole. 
Even in^the exceptional conditions set up by the war, this danger 
has not been altogether absent. 'T’he price of the greater part of 
our wheat purchases being determined by market conditions 
abroad, it has been recognised that a legal limitation of bread 
prices to 9d. per quartern loaf would, if introduced by simple regu- 
lation, have driven many bakers out of the baking business and so 
deprived the country of much-needed bread. To obviate this 
result, the Treasury has been compelled to couple the rule regu- 
lating prices with the grant of what is, in effect, a large annual 
subsidy. Of course, by this device it is always possible to 
keep the price of anything at as low a level as we may 
wish. Obviously, however, a policy of State subsidies upon the 
production of particular things as a normal part of peace prac- 
tice must, if it is adopted, be based upon considerations other than 
those with which this article is concerned. Broadly speaking, 
then, we may conclude that permanent Government control over 
the price of things produced under comi>etitive conditions is not 
required as a preventive of “profiteering",” becausje, for competi- 
tive industries as a whole, good times and bad times and lucky men 
and unlucky men being taken together^ competitive conditions 
are themselves an adequate preventive; while, from the stand- 
point of thq, public, such Government control is objectionable 
because it will hamper production. When we remember, further, 
that the adoption of this type of price control would almost neces- 
sarily, for the reasons set out in the pr^eding section, force us to 
uidertake the enormously difficult task of peace-time rationing, 
the case against it is seen at once to be decisive. ^ 

This conclusion, as has been clearly indicated, refers only to 
price control over industries which are operated under conditions 
of competition, and in which, therefore, an artificial limitation 
of price causes the demand at,the stipulated price to be in excess ♦ 
of the supply* In industries conducted under conditions of mono- 
poly there k no natural tendency for prices to be brought down 
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to a level that yields normal profits. On the contrary, jpless the 
State intervenes, a monopolist or a partial monopolist has the 
power, if he chooses, to fix prices at a level that gives him an 
abnormal profit at the cost of his customers. In these condi- 
tions prices, so long as they are not pushed down far enough to 
bring profit below J;he normal level, may be forcibly reduced with- 
out creating any gap between the quantity of commodity demanded 
and the quantity supplied. There will, therefore, be no need of 
rationing, and it can be shown that, in general, output will be, 
not diminished, but increa^d.* Prhna facie, therefore, there is a 

1 It is postulated that the artificial price established by the State is greater 
than the competitive price, but lees than the monopoly price. Let the curves 
of demand and supply be straight lines. If they are not straight lines it can 
be shown algebraically to be probable that the output will be increased. But, 
if they are straight lines, there is a simple proof that this is certain. (1) First, 
consider conditions of diminishing returns. Construct a diagram such that PM 
represents the competitive price and OM the competitive output ; while QN repre- 
sents the monopoly price, and ON the monopoly output. Let the State- 
controlled price measured by OV be greater than the competitive price, but 
less than the monopoly price. It is easily shown that the monopoly output 



ON i»^ne-half of the competitive output OMy and that the output which it 
will pay the monopolist to produce' when the price is fixed at OV will be 
measured by one-half of the line KJT, drawn horizonta% through V to cut 
in T. ^But, since OV is greater than PM, it is ^bvious that VT is greater 
Coneequ^tly, one-half of VT, which is the output at the controlled 
price, is greater than one^half of OM^ which is the monopoly output (2) Secondly, 
condituKN^^of increasing or constant refWns it will obviously pay the mono- 
polii^ to produi^v^ at the Artificial price the full amount demanded at that 
price, lunce, ef the artificial price is lower than the monopoly price, 

this Mnount to! neceiliud^ be larger than the monopoly output. \ 
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strong case for State action to regulate the charges which may 
made foi' monopolised and partially monopolised articles. This 
has long been recognised in regard to the services supplied by 
railways and gas companies. Should the movement towards 
combination, which the experience of the war and the benevolent 
attitude of the State has done much to stimulate, extend mono- 
poly more widely over industry, the field open for inter\ention 
will be extended correspondingly. Moreover, the technical diffi- 
culties, which, before the war, made Governments unwilling to 
tackle the problem of price regulation outside public utility indus- 
tries, have been shown by war experience to be somewhat less 
intractable, and somewhat more amenable to treatment by the 
help of conversion cost calculations than had formerly been sup- 
posed. There is, indeed, still great danger that unskilfully exer- 
cised control, by fixing prices too low, may check enterprise and 
lessen output, and that the price maxima may not be 
adjusted quickly enough to meet changing conditions. It must be 
remarked, too, that conversion cost accounting can give no help 
in fixing prices until we have somehow decided the prior question 
what rate of return any particular concern may reasonably be 
allowed to earn noon its caoital, and how large that capital in 
fact is. These considerations must be carefully weighed before 
any practical policy is framed. Nevertheless, the general con- 
clusion is warranted that, while in competitive industries the 
policy of price control ought not in any circumstances to be con- 
tinued when normal peace conditions are re-established, in mono- 
polistic industries the case for that policy, already fairly strong, 
has been strengthened to some small extent by the experience 
of the war. 


A. C. PiGOU 



THE PUBLIC CONTROL OF THE LOCATION OF TOWNS. 

Economists and statesmen alike have usually regarded the 
situation, character, and size of urban settlements as matters 
outside the scope of governmental regulation. An analysis of the 
localisation of industry has, of course, always found place in 
economic theory. But it has been almost wholly of a descriptive 
character, and its political uses have hitherto been slight. So 
complete, indeed, has been the dissociation between the economic 
and political considerations in this field that economists have 
tended to neglect the secondary effects upon urban distribution of 
certain classes of governmental action. It is astonishing to find, 
for example, in the voluminous controversies upon national and 
local finance, how little attention has been paid to the influence 
of alternative modes of taxation upon the growth of towns — all 
the more astonishing because during the whole period of these 
controversies the sanitary and civic problems of large towns have 
given endless anxiety. The consequent incompleteness of the 
economic analysis does not matter much. Nevertheless, the omis- 
sion is regrettable, because if economists had attaclbed any theoreti- 
cal importance to J)he effect of public measures upon different 
classes of industrial settlements, the question would spontaneously 
have arisen as to what type of town should be given the preference. 
And if that question had been seriously propounded and argued 
out, say, fifty years ago, it seems likely that one or more construc- 
tive formulas of the ideal town — economically and socially — would 
have emerged and gained some authority. The town-planning 
movement might have had an earlier genesis and a sounder scien- 
tific foundation. In particular, the conception of a prescribed limit 
to the sh® of towns would almdSt certainly have been formulated, 
though there would have been plenty of room for disagreement 
#yer its <3piiantit$tiye 

Things, however I fell but otherwise. Np such scientific for- 
mulas wetif discussed by economists. Schemes for ideal towns 
occurred sporadically, but they were always non-expert, and gener- 
ally Utopian or per^petionist ; the ideas associated with them never^ 
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flowed into the* main stream of economic thought, and with one 
ex<jeption they came to nothing in practice. The evils of the 
great and growing cities could not be ignored, but constructive 
criticism focused itself upon details of interior organisation. Politi- 
cal intervention followed in the same course. Public health and 
traffic necessities led to a multitude of regulations governing sani- 
tation, street widths, air-space, crowding, and such specific items 
of town structure. Cities were, m Europe at least, restricted 
in their expansion vertically. Lately the density of building in 
suburban extensions has been limited, and some elements of street 
design imposed, by the process known as town planning. In 
the old centres of many cities there have been slum clearances and 
street widenings. And there has been a gradual imposition of 
standards of house accommodation, together with a tendency in 
all countries for the work of housing the poorer sections of the 
community to pass into the hands of the municipalities. 

It cannot be said that these activities have been successful in 
making modern towns healthy, agreeable, or efficient. But they 
connote a growing public consciousness of the facts of the case, 
and they therefore facilitate the opening of the lafger question as 
to whether the great size of urban settlements is not in itself an 
evil capable of social treatment. Moreover, there are signs that 
more comprehensive action will be forced upon us by the develop- 
ment of other State activities and changes in industrial require- 
ments. Some of the most powerful social forces — notably the 
Public Health, Labour, and Manufacturing interests — exhibit 
from very different points of view a grave discontent with our 
cities as they are. Hitherto it has been hoped t^t sanitary apd 
housing reforms would make healthy places of all our towns, how- 
ever large ; but Dr. Brend’s recent analysis of the vital statistics 
appears to destroy the accepted view.^ The working-class demand 
for good housing is being extended to cover good surroundings 
for life and work as a whole ; the Labour Conference of January, 
1918 , unanimously resolved that the bulk of future building ought 
to be diverted into new towns of limited size ^nd in permanent 
contact with country life. The interest of the agricultural com- 
munity in such a proposed diffusion of urban advantage|^s obvious. 
Manufacturers, again, anticipating highly competitive conditions 
after the war, are dissatisfied with the alternatives offered them, 
on the one hand by crowded, unhealthy, and expensive city siteS, 
and on the other hand by country or suburban situations where 
the economic benefits of association are not fully available ; and 

i Bedth and the State (Constabk, 1917). 
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their discontent may well crystallise into a demand for scientific 
urban organisation as an essential of industrial efiBdency. . 

If the primd-facie case for some urban redistribution is admitted 
the issue arises as to whether public intervention is necessary, or 
whether the change can be entrusted to that interplay of economic 
factors which has achieved the present distribution. Let us leave 
aside for the moment the criticism that the matter is too complex 
for public cOTitrol, or that the economic control has hitherto made 
a ghastly mess of its job. The question is whether the inter- 
play of economic forces can bring about a change corresponding 
to the new economic needs. And the answer appears to be in the 
negative, because in this case inertia, or friction, is so powerful 
as to prevent the machinery of readjustment from getting under 
way at all. Take, for instance, the requirements of manufacturing 
concerns, which constitute the dominating force in the inter- 
play. The cheapening and acceleration of transport have made 
it much less important than formerly for businesses to be located 
right inside their principal markets or close up to their sources of 
materials ; in fact, in many cases the widening both of buying and 
selling markets has made them free to choose among innumerable 
alternative situations. On the other hand, the developments of 
scientific organisation increase the in^rtance of specially built 
factories with opportunities for expansion according to a pre- 
arranged plan ; and still more recent developments in the theory 
of “ welfare ” stress the economic advantages of light and airy 
buildings- in healthy situations. These considerations tend to 
drive manufacture out of the great towns. But ^ elastic supply 
of labour and the presence of power, light, and drainage services 
for the factory, and of houses and the social attributes of urban 
life for the workers, are usually necessary ; and these needs make 
the open country situation impracticable. Something intermediate 
is plainly indicated. Is it open to the entrepreneur to obtain 
exactly what he requires? In some cases it is. A firm working 
on a very large scale and commanding adequate calfital can acquire 
a virgin site and create its own urban environment. This happens 
occasionally in Great Britain, and often in the United States, 
where corporations like the Steel Trust are in the habit of taking 
large aureas of land right in the country, or more usually a short 
tgetance from a small town where there is some reserve of labour, 
anS setting up tl^ieon hot only their vnurks but complete villages, 
with k)iues, sho^^ mstit^es, and places of amusement for their 
employees. ^ ’ 

Now obvioimly any such village is the germ cd a new to^n, and 
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it may be thought that here we have the natural economic reaction 
against over-centralisation, and that ail industry will rearrange 
itself in this manner in good time. But in practice the rnethod 
is open o^nly to a minute number of businesses. The average 
manufacturing concern must have an outside supply of water, 
light, and power ^ it has no capital to spare for constructing bouses, 
roads, and drains ; and it cannot employ whole families, but de- 
pends upon association with other businesses which are comple- 
mentary to it in this respect. Hence when it is forced out of 
town centres by cramped buildings and high rents, it solves the 
problem by settling on the outskirts, where public services and 
labour reserves are still available. Unhappily, in many such new 
industrial districts businesses are quickly overtaken by the evils 
from which they have tried to escape. What is happening is not 
that the great cities are automatically dispersing themselves, but 
that they are nowr growing by a process of cellular sub-division. 
Industrial nuclei are pushed out along the railways and canals, and 
swell towards each other and the mother town ; and by the time 
the new district has merged into the general whole, moat of the 
special economic advantages of the situation have been forfeited. 
The central part of the town is also adversely affected by an in- 
crease of traffic congestion and of the remoteness of healthy rural 
suburbs, involving a general loss of leisure and diminution of pro- 
ductive power. 

Theoretically the best situation for industry is ^ relatively small 
town with a good technical equipment and a varied population, 
and above all with industrial areas planned in relation to lB«f.ns 
of transportation. Not many such places are to be found. They 
cannot arise spontaneously, because to give them a reasonable 
start requires concerted action on a large scale. Under medieval 
conditions a handful of mechanics, feeling the pinch of town taxa- 
tion or guild tyranny, could migrate to a free-trade village like 
Birmingham with prospects of success, and others following suit, 
a new centre could easily arise. Under modern conditions a piece- 
meal migration is not possible. The very interdependence which 
makes modem industry so productive operates to prevent its 
transfer to places where productivity might be still greater. Busi- 
ness co-operation is wonderfully complex, but it has no integral 
consciousness; and the negotiations and bargains necessary to a 
concerted migration would be far too elaborate to be conceivable. 
But occasional attempts in this directiffii show that the idea is 
present in the minds of enterprising manufacturers. 

For reasons similar to fhesp Mill placed the establishment of 
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new (x>lQme3 within the province of government. If it comes 
to be accepted that there is a case in' theoretical economics for 
manufacturing centres of definite type and size, clearly the argu- 
ment for the entry of the State as organiser of new towns would 
be strong. Nor would the argument, or the intervention, stop at 
the initiation of fresh settlements. iJltimatelpi^^t would seem 
certain, the whole scheme of urban distribution would have to be 
made the subject of a unitary social design. « 

The question of social control of the size and character of*town8 
is raised, from another side, by the prevailing trend of ameliorative 
legislation. In particular, enactments prescribing expenditure 
at the charge of the national exchequer, and enactments setting 
up new standards of residential and industrial conditions, neces- 
sarily have an effect upon urban distribution, and this effoit may 
go as far as to dislocate altogether the present economic govern- 
ance of the system. 

Hitherto the influence of the State in this field has been small, 
since any tendency, intentional or not, to favour one loaaAity or 
type of local unit at the expense of others has met strenuous politi- 
cal resistance, and a rough balance of economic equity has thus 
been preserved, ^ny bias that has crept in has been obscure and 
accidental, but it has probably already gone in favour of the large 
towns as against the small towns, though its incidence Is between 
town and country as a whole is more doubtful. 'What we have 
to consider is whether this bias is likely to increase to an important 
extent. . Let us take, to begin with, the system of Grants in Aid 
fr(ffi||pl.tional funds towards the expenditure of local governing 
bom^. These fall roughly under four heads ; Education, Poor 
Belief, Police, and Public Health. Our Educartion Grants, so 
far as they are based on school attendances, and not upon the 
actual local cost of the workjdone (which varies with the economic 
character of each district), exhibit no bias. But one or two minor 
grants are, in effect, differential subsidies favouring large towns, 
l^or example, the School Building Grants, from 1833 onwards, 
went to assist localities in which the cost of building was relatively 
high. 

Obviously, grants of this kind help a large town to ovOTcome 
financial difficulties which would otherwise tend to check its 
growth; and, generally speaking, such crude subsidies have been 
^voided, or gmddiy disoimtinp^ under criticism. But submdies 
have re-entered in more ^btle guise. An Epidemic Grant, which 
allowed compoosidilon for bst echoed attendances due to certain 
djpeaBes, UK>uli|btaTe been equitabtet enough if local characteristics,^ 
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geographical or structural, had no relation to the incidence of the 
diseases. It was* abolished in 1903, presumably because there was 
a fear that it .might discourage the sanitary efforts of local authori- 
ties. And now we have Grants for Special Schools for Defective 
.Children,' for School Clinics, and for Medical Attention. Are 
these also to baulfbolished when the economists discover that they 
operate as subsidies to those towns which, by reason of their size 
tjj)# of organisation, produce more than the average amount 
per head of sickness and physical defects? For unquestionably that 
is thei^ effect. The cost of doctoring its excess of sickness, and, 
indeed, of maintaining, educating, and burying the abnormal pro- 
portion of its children who fail to attain the productive age, is as 
mj^ch part of the peculiar expense of the great city as the cost 
of the^requent repairs of its crowded pavements. When, by 
State action in the general interest, the former costs are charged 
upon community resources, either they will check the growth of 
large towns by becoming a burden upon municipal finances, or 
they \^ll actually facilitate the further growth of these disease- 
producing towns at the expense of the nation as a whole. 

The cost of Poor Relief comes almost wholly out of local rates, 
the only important Grants in Aid being for Pauper •Lunatics and 
the education of children under the^care of the Guardians. On 
the supposition that the slums of large cities produce more than 
their due share of insanity and poverty, both of which are often 
the consequence of ill-health, these grants show the same bias 
as those for defective children. So also does the Police A^nt, 
which is distributed in proportion to local expenditure on ^Wtee 
services; for the large cities notoriously produce, per head of the 
population, more crime and disorder, and require more traffic 
regulation, than small towns or country districts. As, however, 
the Police Grant is mixed inextricably with the other grants ot the 
Local Taxation Account, which are allotted on a basis determined 
thirty years ago, when the country w^s less urbanised than now, 
its net bias is rather obscure. Its real significance for the present 
argument is that it is made the model, by Mr. Sidney Webb ^ and 
others, for proposed wide extensions of the Grant-in- Aid system. 
Even Mr.*Cannan,^ who objects to grants proportionate to ex- 
penditure, on the ground that they subsidise mismanagement and 
weaken the checks on the uneconomic location of population, 
advocates grants to areas where the quantity of a given service 

1 Grants in Aid: A CtUicism and a Proposed, (1911.) 

History of Load Sates in Engl^snd, (^id Edition, 1912.) 

No. 112.— von, xxvm. b b 
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required by tiie S4»te from local authorities happens to be h^h in 
proportion to rateable value. This is about the minimum proposal 
which oould conceivably have the desired effect of stimulating such 
activities as a local Health Service ; yet, obviously, inasmuch as 
the size, aituati<m, and character of towns are factors in determin- 
ing the quantity, as well as the cost, of some of the services to be 
performed, it is open to precisely the objections that Mr. Cannan 
brings t^ainst the bolder schemes of Mr. Webb. 

This is easily seen in the case of the proposed grants for Public 
Health purposes. Large towns will naturally absorb a much larger 
sum per head than rural districts and country towns ; and if the 
cost of slum clearances and street improvements is in any way 
charged upon the national exchequer, the subvention to grmt 
cities may become enormous. The only possible basis oir which 
such grants can be given is the actual expenditure on the swvice 
which the State desires to encourage. The practical choice is thus 
between no grants at all and grants which, in effect, by destroying 
some of the checks cm urban expansion, may actually fotiter the 
increase of the population in the areas that produce the greatest 
proportion of the evils at which the Grant-in- Aid system is aimed. 

' The real position is, of course, that social legislation of the 
type under consideration necessarily brings new factqrs into the 
eccmomic reaction. This is Irue whatever administrative method 
is adopted. If the State, in the case of Public Health, were to 
follow its own precedents of the Factory Acts and Wages Board 
Act^t would simply prescribe a national minimum standard of 
h«£^ f(Ar towns, throwing the onus of maintaining that standard 
upon municipal organisation and the local rates; and,. this being 
duly enforced, the sub^quent economic readjustments would 
smash the great towhs to pieces. But^ for obvious reasons such an 
enactment could not be enforced, even if anyone beUeved the 
method desirable. The Public Health problem cannot be grappled 
with at all unless central resources |iie applied to it , wd as ^'tbe 
structure of towns has a bearing upon Public Health, the corollary 
is that with the appearance of these central resources' upon the 
scene the State at once acquiretra manifest financed interest in 
ffdban distribution. 

Grants in Aid are but a piece Of machinfficy. The argummit 
applies to all le^slatkm of the type which diffuses, among large 
^tions jOi tile pcqialation, free or subtidised sendees at the charge 
isl nstk^ial Btate Insurance tilmws the same {uineiples 

at work under fenotiier form, here the subvention to large 
towns isl^no^tak^te, The quantity of sickness per bead among 
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insured persons in large towns is known to be double that in rural 
areas, and much greater than in country towns. This means that 
State taxes and the contributions of rural workers are used to pay 
for the disposal of a by-product of urban organisation. The Sana- 
torium Fund, raised from general taxation, is devoted to the treat- 
ment of what is essentially a town disease. And if a Ministry of 
Public Health is created, its functions will be open to precisely 
the same comment— which can, indeed, be extended to cover the 
work of several other State Departments. The cost of govern- 
ment, per citizen governed, is, in fact, considerably higher in the 
great cities than elsewhere. Hence with the extension of the 
province of government, the direct national interest in the system 
of urban distribution naturally becomes more evident. 

Perhaps the decisive case will Be that of the housing of the 
working classes. After the war an abnormal shortage of houses 
will coincide with an abnormal economic difficulty in providing 
them. To meet this situation special State action is necessary ; 
and the Government is contemplating the issue to local authorities 
not only of loans to a large amount, but also of free grants of part 
of the capital cost of new houses. On what economic principle 
can such grants be fixed? Since all local authorities^ are being 
urged to undertake schemes to house their excess population, it 
would seem to be assumed that the subsidy is to be fixed at a 
percentage which will permit the building of houses wherever 
there is insufficient houseroom for all present residents or would-be 
residents, and the letting of such houses at rents which these per- 
sons are willing and able to pay. No other principle is conceivtdbJe 
if the idea of meeting all local wants is seriously held. In practice,, 
of course, no principle whatever will be fallowed — ^the grant will 
be restricted to an amount which seems to the»Local Government 
Board, in its wisdom, “reasonable.” In other words, a percentage 
will be selected that suits a determining number of important 
municipalities, and promotes enough house-building for the time 
being to satisfy the public.'^ Anyone can see that, as things are, 
the new subsidies will tend to encourage the growth of towns 
which had, in the pre-existing balance of forces, reached or closely 
approached their economic limit of expansion; indeed, unless n 
events taka a fresh turn, all limits to expansion would henceforth 
appear to be removed. Other factors that have been mentioned 

I Since these words wm written it has been announced that the grant will 
be 75 per cent, of t^e realised local loss. This is, of course, a preferential 
snbaidy to bniMing in the lasuit eoonomk situations. The bias in that ^reciioii 
|s greater than it would have been if an unvarying percentage of the cost of 
building had been offered, as tbe mrgument assumes. 
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seriously modify 4he system of urban distribution. This one 
revolutionises it, and deprives it of all practical utility. 

Legislation now looming up in the middle distance promises 
to be still more destructive of the system. Comprehensive Mini- 
mum Wage enactments will affect urban distribution very greatly, 
but the direction of influence will depend upon the method of 
fixing the minima. Unless these are based upon the local cost of 
a series of standard personal requirements, they will permit those 
places where the cost of living is dear to flourish by evading the 
intention of the law. On the coiitrary, a serious endeavour to base 
fhe minimum on the cost of commodities and services leads logically 
to the institution of a Minimum Standard of Social Environment — 
or, at any rate, of a Minimum Wage sufficient to pay for that 
Standard in each locality — the influence of which upon urban dis- 
tribution would be prodigious. If, for example, the Minimum 
Wage were required to cover, not merely the cost of given quan- 
tities of food and clothing, but also the rent of a house of a 
specified cubic content on a plot of one-twelfth of an acre in a 
district of standard town-planning amenity, plus the cost of access 
thereto 'from the place of work — and plainly only the enforcement 
of a standard of that kind would put one place on an equality vith 
another in the interpretation of the Minimum — the money wages 
in great cities would become so much higher than elsewhere as to 
compel an almost universal exodus of business into rural dis- 
tricts. 

So also with a Minimum Standard of Leisure. The simple 
eight-hour day enactment, or trade-union rule, is virtually evaded 
by urban systems which impose long journeys to and from the 
work-place. Just as the Minimum Wage needs to be graduated 
according to cost of living, so any maximum of working hours 
ought to be graduated to compensate for journey time. Otherwise 
some businesses will continue to compete with others by absorbing 
more of the leisure and vitality of the workers. On the other 
hand, the enactment of a Standard Day based on the number of 
hours between the workman’s departure from home in the morning 
and his return thither at night, add therefOTe varying from town 
ji to town in accordance with the average daily time spent in indus- 
trial journeys, would have some exciting effects. , 

If graduated minima of this scientific kind are at present im- 
jl^kctical^e, the reason is that the system of mrban distribution 
fails to atUQid the .test of the entry into the economic province 
of such basic material interests of, the empkiyed classes as leisure 
add a, heathy, environment. The analysis seems thus to reveal 
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not only tha<j the system is becoming indefensible, but that its 
scientific validity could have been challenged long ago on the 
ground that it* has not safeguarded satisfactions and interests of 
the greatest importance. In view of this result, efforts to preserve 
the system by adapting it to the new conditions, with the object 
of maintaining economic equity as between town and country, 
and between small and large towns"^, are fantastic. As between 
country and town, indeed, economic equity is a delusive ideal ; 
political considerations have always influenced the State in its 
adjustment of financial matters Between them ; and now that the 
need of a certain quantum of rural industry is held to override 
purely commercial considerations, the conception of economic 
equity is less relevant than ever. As between town and town, the 
strict impartiality of the State, in legislation of the type now cur- 
rent, would, as has been shown, hopelessly dislocate the industrial 
system ; while the passing of such legislation in a primitive and 
obvious form is leading to the disadvantageous growth of the larger 
towns, and actually reinforcing tendencies which foment the social 
evils attacked. 

We thus seem to be driven to lift the subject of urban dis- 
tribution right out of the sphere of the interplay of self -regarding 
actions into the province of social design and control. 

For the purposes of social design, the economic analysis, so far 
as it has gone, will be of considerable value ; but it needs now to 
be made more quantitative in character and to be extended, to all 
factors which concern the material welfare of the^ people. And 
it must cover not merely urban distribution in the narrow sense, 
but the location and organisation of rural industries and settle- 
ments also. Moreover, economic analysis alone is not enough. 
It should be coupled with a political and civic analysis, for the 
structure of towns and villages has close relations with their 
political and cultural life. The object of the whole inquiry should 
be the elucidation of guiding principles for the future ; the indica- 
tion of what, taking every factor into account, would be the most 
satisfactory types of towns and rural settlements. 

A town formula already proposed, for which wide usefulness 
is claimed, though it has never been placed upon a strict scientific 
basis, is the set of principles associated with the Grarden City 
movement. This coniains the ideas of the limitation of size, popu- 
lation, and density, of close contact between urban and rural in- 
dustry, and of municipal ownership and control of land and public 
services as a means of enforcing design and securing permanence. 
The formula provides well for health, amenity, leisure, and manu- 
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facturing efficiency, and for a rural organisation much superior 
to the scattered village system ; but a more detailed quantitative 
analysis is needed to ascertain what is the minimum population 
which will give a reasonable amount of localised interdependence 
of industry. Obviously elements of taste and judgment will enter- 
into the determination of an exact formula for the ideal town. 
The balance of considerations will also be much affected by local 
conditions, as, for example, the prevalent scale upon which in- 
dustry is conducted. Thus you could not run many first-class 
shipyards in a town with the Letchworth population limit of 
35,000, though the new method of “fabricating” ships, if it is 
continued after the war, will permit of a considerable decentralisa- 
tion of this industry. But the idea of fixing a definite limit seems 
a primary necessity of social design, and for this reason the Garden 
City formula is an excellent basis for further discussion and 
analysis. 

It is very important that the practical bearing of the arguments 
here brought forward should be immediately realised. Limitation 
of large towns implies, and can perhaps best be brought about by, 
the provision of new towns for the surplus population ; and if ever 
there were an opportunity for the initiation of such a departure 
in policy, it is now. Vast numbers of new houses have to be 
placed somewhere. Thousands of factories and workshops have 
to be built to meet the new conditions of industry. Where are all 
these to go? The State finds itself forced to answer this question, 
since its influence, by the accident of events, is decisive. It is 
vital that sound principles should be agreed upon before such 
enormous quantities of energy and material flow irrevocably into 
the wrong channels. If, for example, we continue, with the aid 
of State loans and grants, to build extensive new garden suburbs 
to cities like London, Birmingham, and Manchester, we shall 
almost certainly increase the difficulties of adopting a good social . 
design later on. It is fallacious to assume, as some town-planning 
reformers do, that we can go on indefinitely adding garden suburbs 
to great towns, returning at our leisure to open up the central 
areas. To dilute the heart of a city with gardens, open spaces, 
and wide roads is to revolutionise its whole economic basis. To 
present only one aspect of this — men may find it worth while to 
travel two hours per day for the sake of operating their businesses 
in h centre which is highly organised and cxmcentrated, but they 
may not be \%illing to travel three hours per day to and from a 
centre wh«^ ^ degree of conoei^ration is much less. If we 
•«««oa6ly intend to reduce the density (rf <mr cities, which is the 
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only way to nmke them tHoronghly healthy, we ought to have 
some idea of the suburb-carrying capacity of the proposed type of 
city-centre, before proceeding to add further suburbs. And if 
the provision of a rural zone to every large industrial group is 
found, as in the Garden City “formula, to be an important element 
of the ideal town structure, we ought to make provision for such 
zones in our development adjacent fh great cities— building satellite 
towns, with a considerable measure of industrial self-dependence, 
rather than suburbs. And this would mean quite a different 
manner of planning, and the selection of situations some distance 
further from the centre. Proper examination of the whole problem 
would show what is possible and what is not ; what is in the line 
of an ordered design, and what would prove in the long run an 
obstruction thereto. At present we are not proceeding in absolute 
darkness. There is enough light to make it evident in which 
direction we ought to be travelling, though the precise point of 
destination is still in doubt. It is also very evident that we are 
not travelling in that direction and that unless prompt attention 
is paid to the helm we shall find that our progress does little but 
add to our difficulties. 


Edward’ Oemiston 



THE FUTUEE OF LONDC^ AS THE WOELD’S MONEY 

MAEKET. 


The jMrobability of peaoe being definitely arranged within a 
measurable distance of time naturally arouses consideration as *to 
how international money market operations will be resumed when 
that desirable object is attained. From the City point if view, one 
of the most important matters that will have to be faced is 
whether when conditions become normal the old predominance 
of London in the money markets of the world will be restored to 
its full power. During the course of the war there have been 
many factors which interfered with the ordinary course of inter- 
national financial transactions. The remittance of money from 
one point to another has been either forbidden or restricted, and 
a great deal of business that was hitherto done by means of the 
drawing of sterling bills on London has been conducted upon a 
cash basis. The employment of gold to correct foreign exchanges 
has sunk -to a minimum, and owing to the demands of the war 
the London market has experienced the novel condition of finding 
all the neutral exchanges very adverse. Such conditions leave 
room for a considerable drift in international business, and in 
some quarters it is suggested that the long-dated supremacy of 
London as the monetary centre of the world might be endangered. 

On this point I do not think there need be much immediate 
anxiety if those in control will meet the situation in a statesman- 
like manner, and with a due regard to the new conditions that 
have been produced by the course of events during the war. If 
only these considerations are kept well in view there seemu to me 
no likelihood that any other financial centre can supersede 
London at this stage. New York, ,when the United States has 
more fully developed her internal resources, and service in the 
foreign field offers greater reward to her young men than service 
at home, may perhaps take financial precedence of London, but 
th# is not just It is beyond question that Great Britain 
an# the Uiited StiAes can co-operate in many financial ways at 
home and abroad to the advantage of both. The estrangements 
ojd times ar^^at m end, and this ^ar has brought the English- 
apeaking na^ons ^ether again, so that they know and respect 
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each other to an extent that seemed impossible a few years ago. 
That is one of the big gains to both nations arising ont of this 
great tragedy: 

Berlin as the money market of the world is unthinkable. So 
far as banking capacity and experience are concerned, it may be 
admitted that Germany is qualified to organise and run an inter- 
national money market. A majority of the names of the promi- 
nent merchant bankers of London indicate their origin^ and 
associate their forefathers with the policy of peaceful penetra- 
tiqn, .but until the moral code of Germany changes, and perma- 
nent proof is given that her conversion is sincere, we can dismiss 
the possibility of any country voluntarily placing its resources 
within her banking control. This does not say, however, that 
London will regain its old pre-eminent position without a certain 
amount of effort. All the monetary centres will start after peace 
is established under exceptional and very uncertain conditions. 
Those controlling their operations will have to act boldly, and yet 
with complete assurance that the policy they pursue will, in a 
measure, bring back business to something like normality. And it 
is precisely on the means to be adopted that division of opinion 
is likely to be experienced. For instance, in certain quarters in 
London some are found in favour of further extending the pro- 
tection so long enjoyed by the home accepting interests in the 
London money market for their paper as against that of the foreign 
banksi with ofi&ces in London. ‘ The views entertained in this 
respect found expression in the following pswagraphi which 
appeared in the Times on July 5th last : — 

EOBEIGN BANKS IN LONDON. 

“ We understand that, as a result, no doubt, of the experience gained 
through the war of the results of the establishment in London of the branches 
of enemy banks, the whole question of the conditions under which any foreign 
banks whatever ought to be permitted to establish themselves in this 
country has been under the consideration of the Committee of Clearing 
Baiters. Also that they recently drew up a report oL» their conclusions, 
involving various restrictions on the operations of foreign banks here, and 
that this report has been put before Lord Cunliffe’s Committee on Currency 
and Exchange, which is regarded as the proper body to make recommenda- 
tions on such a subject to the Government. There had been for some time 
before, the outbreak of war a good deal of criticism in British banking circles 
about the facilities given in this country for competition by foreign institu- 
tions, and it may well be understood that the case for restricting it has been 
vastly strengthened in view of after- war prospects.” 

According to this commentator the Committee of the I^mdon 
Clearing Banks in their considered report desitf in future not only 
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to restrict the operations of all foreign banks^in the world's* 
money market in London, but also had under review whether any 
agency banks whatever ought to be permitted to establish them- 
selves in this country. Yet, with one or two exceptions, the 
agency banks more particularly alluded to are those of our Allies 
in the war. When such views are expressed one wonders whether 
the Clearing Banks’ Committee realises that the money market 
of the* world, if it is to be continued in London after the war, 
must be something more than a mere local banking organisation. 

Fortunately such opinions are not generally held by those 
well able to judge the conditions that go to form a great inter- 
national monetary centre, as is evident from the report of a recent 
important committee. This committee was appointed by the 
Board of Trade to inquire as to what amendments might be 
advisable in the Companies Acts 1908-17, having regard to the 
constructive policy after the war. 

The following gentlemen were members of the committee : — 
The Et. Hon. Lord Wrenbury; Mr. Arthur S. Comyns-Carr; 
Sir Frank Crisp, Bart. ; Mr. George Welsh Currie ; Mr. Frank 
Gore-Browne, K.C. ; Mr. James Martin; the Hon. Algernon 
H. Mills; Mr. Eichard David Muir; Mr. Christopher T. Need- 
ham, M.P. ; Mr. Henry A. Payne, C.B. ; Sir Owen Phillipps, 
K.C.M.G., M.P.; Sir William Plender, G.B.E.; Mr. Owen C. 
Quekett ; Mr. Andrew Wilson Tait. The power of this committee 
to speak with authority in regard to conditions in London is 
unquestioned, and it is significant that the opening paragraphs of 
their report were framed as follows : — 

“ The question which lay in tiie foi?efront of our investigations and to 
which we attributed prime important was that of* the employment of 
foreign capital in British industries^ 

“ The preliminary question whether at is desirable that foreign capital 
should be freely attracted to this country is one upon which there is little, 
if any, difference of opinion. The maintenance of London as the financial 
centre of the world is of the first importahce|j^r the well-beii^g of the 
Empire; anything ^hich would impede or restri^ the free flow of capital 
to the United Kingdom would in itseH be prejudicial to Imperial interests, 
and any legislation which would tend to impede or restrict the ^ree flow of 
capital here by imposing restrictions, or creating impediments, ought to be 
jealously watched, lest in the endeavour to prevent what has come to be 
called ‘ peaceful penetration," the ncMrmal cause of connnercial development 
shcmld be arrested. 

If It is tcj be fene in mipd |hat at the collusion of the war— -if it should 
be hmchidm upon auch lerma as we hope and an^cipate^l^re is no 
probability that the countries wMch are pow the enemies of the Allies will 
be. those whieh will be in possession oi capital looking for eJ^mal ein#>y- 
Esedir Out4de %e 0{^ of the Allies, it may be said, speaking generally. 
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and subject to e^ptions of no great moment, that Europe will have little 
surplus capital tcf^vest. The foreign capital which we have to contemplate 
will be capital^ flowing not from the. Central Empires of Europe, but from 
other parts of the world, of which' America may be the chief. To impose 
restrictions upon the influx of capital aimed at our present enemies, with the 
result of deterring the flow of capital from (say) America, would be a policy 
highly injurious to the economic recovery and renewed prosperity of this 
country after the war. For these reasons we are of opinion that in all 
amendments of the law falling within the scope of our reference the 
expediency of the attractions of foreign capital ^^hould be steady borne 
in mind, and anything which would have a restrictive or a deterrent effect 
should, as far as possible, be avoided.” 

There is thus a distinct cleavage of opinion as to the methods 
that should be adopted when business is conducted after the 
war, and a close consideration of the position, with an open 
mind as to improved methods of working, is, in my opinion, a 
matter of high importance at the present moment. 

If London is to resume its supremacy as the financial centre 
of the world, there should be no restrictions on the legitimate 
operations of foreign banks which are entitled to their proper 
share in the world’s money market. You cannot have the world’s 
money market located in London unless the foreign banks are 
allowed to have their rightful status in such a market. The 
money market of the world is essentially a cosmopolitan thing. 
It was one of the few concrete instances of realised Free Trade 
before the war, except in one respect, to which I shall refer 
later on. 

Great Britain’s import and export trade will always ensure 
a big bill discounting business in Lombard Street. It is, how- 
ever, essential to the retention of the world’s money market in 
London that inter-foreign trade transactions should continue to 
be financed by the Sterling Bill, Inter-foreign trade covers goods 
moving from one country to another, in which operation the 
United Kingdom is neither importer nor exporter. As illustra- 
tions — the shipment pf silk from the Par East to New York, or 
coffee from South Anifeca to New York, or to smy other country 
than the United Kingdom, is foreign commerce .that has nothing 
whatever to do with British trade. Quite half the total amount of 
sterling bills that come to London represents the financing of 
inter-foreign trade. London’s supremacy in the exchange markets 
of, the world is therefore based on something more than British 
foreign trade, other nations, in fact, being contributors to British 
financial prestige in making London the world’s money centre. 
Are these facts recc^nised and reciprocated in London as they 
ought io be? It is because I do not consider ^ey have been, that 
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I suggest that the time is now opportune for the^removal of an 
unfair restriction on agency banks, in a market which is built 
up by international co-operation. It is of the utmost 
importance to London’s future position that this inter-foreign 
trade financing should be preserved and encouraged after the 
war. The foreign banks have opened in London because they feel 
they are entitled to their place there as members of the world’s 
financiai clearing house, and to enjoy in this city the full privi- 
leges of membership. If they did not possess their own London 
offices they would be obliged to employ agents, who, like all 
agents, have to be paid for their services. These agents, the 
banks or the merchant accepting houses, naturally would prefer 
to reserve the privileges of this financial clearing house for them- 
selves alone, just as the London clearing bankers have success- 
fully kept out the provincial banks from the London Clearing 
House. It is simply a matter of vested interests. But such a 
narrow and selfish spirit in regard to the world’s money market 
cannot be maintained if London is to continue its financial supre- 
macy. So long as every foreign country was dependent on Lon- 
don’s financial assistance, I take it these countries had, so to 
speak, to put their pride in their pockets and amiably accept the 
situation. But when conditions have changed abroad something 
requires to be done to induce certain transactions to come to 
London as before. If not, London may wake up to find, too late, 
that it has pursued a mistaken policy. 

Sir Charles Addis, in his recent article in the Edinburgh 
Review, on “ The Problems of British Banking,” when discuss- 
ing the subject of agency banks in London, points out that their 
acceptances are discriminated against in the market through the 
discount rates quoted for such paper, as against the British bill. 
The world’s mcitey market, if it is to be permanently located any- 
where, must be a free and fair market. The seeds of disintegra- 
tion are within it, if any of its members obtain advantages not 
accorded to all. 

Here in London, in the world’s money market of all places, 
where such a thing is antagonistic in principle to such a market, 
and in the home of Free Trade, too, we find Protection has been 
in existence for the benefit of home accepting interests for many 

^ 

8ir Cbafles recognises very fairly, I snbmit, that the BU{»*enmcy 
of London would be weakened by the removal of agency banks’ 
funds to any other money cenfetej 'and empharises the obvious 
fact that the Wj^ld’s money market must of necessity mean the 
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direct representation in tSat market of banks of all nationalities.’^ 
Wherever thatfldaarket is located a fundamental principle of such a 
market should be that no member should obtain preferential 
advantages, except those based on intrinsic merit. 

I do not mean that every foreign agency acceptance should 
command the finest discount rate current in the London market. 
But, if any foreign agency acceptance is as inherently good as any 
other London acceptance, it should not be discriminated against 
solely on the ground of its being a foreign agency, and should be 
entitled to the most favourable discount rate of its class. In one 
or two cases, I am well aware, this is the case to-day, and I 
suggest that it would be a graceful act if it were officially an- 
nounced that the old-time stigma which has attached to this 
class of paper had been removed. 

The political effect of this action, I believe, would be con- 
siderable, especially in banking circles in Germany, and, after all, 
it would perhaps be the best method open to us to ensure the 
continuance of the supremacy of the sterling bill in the exchange 
markets of the world. If discrimination is to be made against 
any class of bills in London, either against their availability for 
discount at the Bank of England, or in regard to market rate dif- 
ferentiation, I suggest that the bills so treated should be those 
which Sir Edward Holden some years ago described as “ Spurious 
Finance Bills ’ * drawn on any bank in London, whether clearing 
or otherwise. 

If London is to be the money market of the world in future, 
in my judgment it is essential to recognise that foreign banks have 
a right to be there, and to be given equality of opportunity for 
the exercise of their legitimate banking functions in that money 
market. 

When a foreign bank opens an office of its own ^ in London it 
results in its former London correspondent losing some advan- 
tages. The foreign bank’s balances are then lent through its own 
London office in the* London market, and the prestige and profit 
from this action inure to the foreign bank instead of to the former 
vicarious owner. Again, considerable commissions for agency 
and Acceptance work are lost to the London correspondent, and 
the management of that bank would scarcely be human if it said 
it liked to jee its valuable accounts diminish in this v^ay. The 
merchant accepting houses also do not favour foreign banks 
opening London offices because their former foreign clients natur- 
ally prefer opening their sterling credits through their own banks 
with London offices. The foreign agency bank acceptances afford 
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incr^sed security to the English buyer of these acceptances, for, 
,if the credit risk of the opener of such credits was good enough 
for the merchant accepting houses to take for their own account, 
the financial strength of most of the London agency banks is 
superior to many, if not all, of these accepting houses. 

It used to be a (xunmon remark and objectiqn to the discount- 
ing of London agency acceptances that the assets to cover these 
were not in London: The merchant accepting houses, when they 
accept on foreign account, must send the relative shipping docu- 
ments abroad, just as the agency banks do otherwise it would be 
impossible to receive the relative covering remittances at maturity. 
The holder of a bill accepted by a merchant banker on foreign 
account — and nearly all the acceptances of merchant bankers are 
on foreign account — who Imagines because this bill is discount- 
able at the Bank of England he holds something of superior intrin- 
sic security than if Se held an agency bank bill, does not under- 
stand the nature of inter-foreign*trade paper. Few agency banks 
accept to the full extent of their capital and reserves, whereas the 
majority of these merchant bankers habitually accept to many 
times the extent of their capital — in some cases beyond five times 
their capital. The objection raised by some London bill buyers to 
agency paper is comprised in the formula, “ Their assets are not 
in this country.” This is not correct in the case of all agency 
banks, for some of them' have more cash assets in London than 
the liability on their own outstanding acceptances. These same 
London bill buyers are apparently unaware that, if they ap^died 
the same ‘‘ formula test ” to the acceptances they buy of London 
merchant bankers, they would find the relative assets ag^st these 
acceptances were also not in this country, and, keeping in mind 
the excessive extent to which 1 have said some of these merchant 
bankers accept, a holder of their accepiances is therefore incur- 
ring greater credit risks than if he bought agency bank paper 
which some of these bill buyers pride themselves on avoiding. It 
would be interesting to know to what extent these London accept- 
ing houses usually carry cash . iui the money market, or hold liquid 
resCTves against their outstanding adbeptances, as compared with 
the cash and liquid resOTvea^carried by the agency banks in Ubndon 
against their oatstanding acceptenoee in his market. If the facts 
are ever%ully known as to what was the situatiop iiondoh in 
Aagfst, 10h^, in ri^ard to their relative liquidity— I do nc* think 
the agi|ucy oaed fear <snch a diseltoom. Another impmrtani 
item to considear is this — ^that a fows^n bank 'wMi ui agency in 
London is mudi likely to be acquainted with status of 
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its home clients opening (^edits through its London office, than 
any accepting bouse located in London, doing foreign business, 
can.be, and the trade of the agency bank’s own nationals with the 
British Empire certainly tends to increase by direct #presenia- 
tion of such a bank in London, in a way that would be impo^ible 
if it had to be cared for by agents in London with their necessary 
limitations. The opposition to agency banks in London ^s 
quite intelligible — it mainly arises from the merchant bank- 
ing houses who have become powerful in the past througfi^ their 
acting as accepting brokers for inter-foreign trade in the world’s 
money market. The evolutional development of International 
banking, and the branch system, gradually do away with the ser- 
vices of intermediaries, and make for greater financial all-round 
strength, efficiency, and responsibility. 

Another factor to be reckoned with after the war is whether 
the foreign and overseas exchange banks will be prepared to buy 
sterling bills, drawn on merchant banking firms in London, with 
the same freedom as they did in pre-war times. What the posi- 
tion of these firms is going to be when thje war is over is, in some 
cases, a matter of conjecture, and the difficulty is not made less by 
the fact that they do i\.ot publish balance sheets. 

It must be remembered, too, that it is not the discount market 
nor, in most cases, the British deposit banks which give most 
credit to such acceptances. It is the for^gn and overseas banks 
which, by their exchange purchases, assume the main liability on 
this ^lass of paper. When these bills are accepted and the ship- 
ping documents are detached and given up, the exchange banks 
have generally only the drawers and the acceptors on whom to rely. 
In the majority of cases it is the acceptors upon whom they mainly 
depend, and these merchant bankers’ bills are all strengthened by 
the endorsements of the foreign and overseas banks before they 
make their appearance in the London discount market and pass 
into other hsmds. 

The sfanding of the merchant accepting houses is therefore a 
matter of vital concern to the foreign and overseas banks. Sup- 
pose the clearing banks are prepared, and have the capacity to 
undertake a large part of the inter-foreign trade accepting busi- 
ness that was previously done by the merchant accepting houses, 
and they suct^ed in imposing new restrictions on the Intimate 
credit op^ations of foreign agency banks in London. Is this 
attitude towards other nations which used the sterling bill to 
finance their epmmerce in the past likely to conduce to London’s 
retentum &t the world’s money market? I think not, and the 
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richer countries, which are those to whom this credit should be 
most freely accorded, could probably avoid using the sterling credit 
by replacing it with another of a different currency. My sugges- 
tion is tiiit, instead of placing restrictions on the free use of the 
sterling bill, drawn on the agency banks for their inter-foreign 
commerce, now is the right moment to do everything possible 
to still attract that class of financial business to London, 

Before the war it was a cause of complaint in the London 
money market that too much credit was given to too few names. 
With bank amalgamations this concentration will be accentuated, 
and, if this* agitation for restrictions on the operations of foreign 
agency banks is successful, one naturally inquires on whom are 
the London sterling bills to be drawn when peace comes? 

In this time of general overhaul and reconsideration one is 
confronted with the question, “How is it. that, although the great 
private banking firms have disappeared and been superseded by 
the big joint* stock banks, these merchant banking houses who 
lend their credits for a consideration should have escaped the 
demand for periodical published statements of their condition ? * ’ 
The position and opd!rations of the big private merchant firms 
who do business only on their own account are within the know- 
ledge of their commercial associates and bankers. When these 
merchant firms, however, develop to the stage that their credit 
has become so high that they can lend their name to others, and 
thereby become bankers as well as merchants, it appears to me 
that the borderland of privacy has been passed, and that^it is 
incumbent upon them in the public interest to publish their 
balance sheets. The time is long passed when clean credit on 
bills of exchange running into millions can be accorded without 
detailed information asi to the financial foundations upon which 
it can be justified. Banks and discount houses disclose all this 
freely. Why should the merchant accepting houses take refuge 
in secrecy? If one of these accepting houses should happen to 
find itself in difficulties, everyone will wonder why no"^ demands 
had emer been made for the publication of the balance sheets of 
these houses. Then, of course, public opinion would force them 
all to come into line with modem requirements and conditions. 
Let us look at the position of most of the great joint stock 
deposit banks in London before the war. First, what was the 
g%ieral di^pacity of their boards? Many of the directors were 
men who had no special knowledge of industry or commerce ; some 
were obviously ornamental; some had served the Government at 
home and abroad ; relatively few ^&te in daily touch with the 
industrial life^of our country, or were alert or shrewd enough to 
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be a real help to the managers of their bank when questions arose 
as to the wisdom of making advances in particular industries. 
Many of these^ directors had retained thein seats because of their 
association with merged country banks. Their men iff outlook, 
in fact, may be described as that of country gentlemen ; shooting 
and hunting are all very well in their place, but precise informa- 
tion on these subjects is not the sort of knowledge that permits 
right decisions to be reached on banking policy. . 

A banking directorate entirely composed of banking experts 
would probably be unsatisfactory. Their point of view and 
experience would not be comprehensive enough. At present, 
where you have a strong man as managing director, or general 
manager, he sometimes dominates the board with his technical 
ideas, which may be sound enough, so far as the liquidity of the 
bank and the interests of shareholders are concerned, but which 
sometimes fail to take into consideration the ultimate prosperity 
of the nation, which is dependent on something much more 
important than successful money lending. Banking is trustee- 
ship. A proper granting of credit should make possible for many 
the right to a livelihood at home in decent comfort, as the diver- 
sion of credit in international directions may deprive our own 
people of the opportunity of getting work at home, and force them 
to cross the seas to countries other than their own. I am not 
suggesting that the ideal bank board should be composed entirely 
of captains of industry, who might deem it to be the duty of their 
bank to accede to every claim for financial assistance that in their 
judgment they considered sound. I am not so sure that, if these 
captains of industry had supported such proposals— and by these 
captains of industry I mean men who are doing things daily, and 
have not reached the stage of being ex-captains of industry and 
therefore out of touch with things as they are — ^the general pros- 
perity of the community would not have been greater than it has 
been, under the domination of those whose actions are mainly based 
on what they regard as their supreme duty to their shareholders, 
without troubling overmuch about their duty to the general public, 
who provide their capital in the larger sense. Soine such idea is 
evidently at work in the minds of one of the largest deposit banks, 
as Barclay’s chairman the other day told his shareholders that his 
bank proposed to have in future advisory directors, with special 
knowledge of particular industries. This is a step in the right 
direction, *and, if all banks will reconstitute their boards on the 
basis of each director possessing certain essential qualifications, 
the general managers of these banks will have at their disposal 
that' wider knowledge which is so important for their well-being. 

No. 112. — ^voL. xxvm. ® ® 
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One of the difficulties resulting from centralising the control- 
of banks in London is that the most capable men engaged in 
industrial concerns in the United Kingdom are at work so far away 
from LonSon that they are not easily accessible for consultation. 
It might be possible to overcome this drawback if the general 
managers of each bank were increased in number, and the younger 
managers were free to go and consult with these advisory direc- 
tors in the provinces, instead of asking them to come to London 
to board meetings for that purpose. These younger general 
managers could devote a large part of their time to studying indus- 
trial and commercial conditions in the territories covered by their 
bank’s operations. The knowledge and experience these younger 
general managers would thus acquire would prove to be a valuable 
asset eventually to their banks, and would tend to develop a much 
more informed type of general manager than now exists in some 
of the deposit banks in London. A few of the largest American 
banks and trust companies are adopting this plan of giving their 
ablest young men opportunity, responsibility, and status, when 
they are worthy of it. I therefore suggest that it would be sound 
policy on the part of *the deposit banks in this country to con- 
siderably reduce their present directorates, by getting rid of those 
members of their boards whose services are of little or no real 
value, and to rely on their advisory directors, whose assistance is 
much more worth having. All the senior general managers, I 
contend, should have seats on the board, and these, with, say, five 
or more advisory directors with special up-to-date knowledge of 
industry, and, say, five or more directors whose general fitness is 
unquestioned, would constitute a strong directorate, and produce 
well-balanced banking policy. 

Another reform that might well be considered is in regard 
to deposits. One of the excuses frequently offered by the deposit 
banks for buying so many bills on the London market was the 
necessity of off-setting their liability on demand deposits. These 
bills, commercial and financial, they said, were beyond doubt 
good, the return on them secured their shareholders’ dividend, 
and their early maturity protected the position of their depositors. 
Whether such an investment was in the interests of the nation was 
not the ndain consideration. Were not these bankers, it might be 
asked,' by buying all the good bankers’ paper that was offered 
them thus helping to increase the prestige of London as the money 
market of the world? Yes, they were doing that, but mnlring 
London ^e money market of 4be wca-ld is surely not the sole 
(ioncem of BiitiBh banking. This demand liability on deposits 



1918] B'TTTTJKB OF LONDON AS THE WORLD’S MONEY MARKET 397 

*■ 

might be le'^sen^d, I imagine, if the deposit banks offered higher 
interest rates for fixed deposits for one, two, or three years. The 
nightmare of deposits repayable on demand would be relieved 
pro tanto, and the banker would be in a more protected jxjsition 
to discharge his duty to industry and the national interest. Over- 
seas halves take fixed deposits. Why should the Joint Stock 
banks advertise to take only deposits at seven days’ notice? If 
the deposit banks would offer their present depositors — ^that is, 
after the war — say J per cent, more than the rate allowed on 
seven days’ deposits for fixed deposits for one year, | more for 
two years, and 1 per cent, more for three years fluctuating, I 
have little doubt a large amount of their present deposits would 
be immediately converted into fixed deposits. These fixed deposit 
receipts should be non -negotiable, as I do not consider it would 
be desirable to have them made marketable. Eecently a sugges- 
tion has appeared in the Press that debenture stocks should be 
created by banks. The objection to this, I think, is that it creates 
a preference on bank assets which is undesirable in the interests 
of ordinary depositors. One always feels as an ordinary depositor 
with a discount house, that one’s relation as a creditor is less secure 
than with a bank which does not hand out its assets as cover. 

It does not seem to be possible that the full and free use of 
the London money market, as it was before the war, can be 
restored unless the victory of the Allies is complete and final. 
Prussianism must be destroyed entirely, and the Germap people 
must show by their deeds that they have turned their backs for 
ever on those who brought about their degradation in the eyes of 
all civilised people. Only then will it be prudent to waive the 
restrictive regulations that are now in force to prevent our present 
enemies from benefiting by sterling credits on London which may 
be granted by banks and accepting houses there. . These credits 
may take the form of bills or advances, and nothing is easier for 
those who would be parties to such a thing than to turn these 
credits over to th^ use of those to whom they would be directly 
denied here. That is one of the difficulties of being the world’s, 
money market. It is a source of embarrassment in time of war, 
and it remains the same in times of peace unless there is concord 
and sincerity among all the nations of the world. The League of 
Nations is only a fiction if all the great nations are not included 
therein, and the world’s money market does not answer its own 
description unless the motives of all its participants are free from 

suspicion and confidence is complete. 

Robert Callander Wysb 
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DEFLATION AND PKICES AFTEE THE WAE. 


Inflation duriag the war is now accepted as a fact; and 
though, as Professor Pigou has shown, no precise definition of 
the word is wholly satisfactory, yet the popular conception of it 
as “an increase in the general level of prices brought about by 
financial means” is sufficiently definite for practical purposes. 
What has been the root cause of this inflation? Taking the 
world as a whole it is evident that war expenditure can only be 
provided for by (1) increased production, or (2) abstinence from 
consumption or accumulation.* In other words, “if war eats 
your cake you cannot have it yourself.” But for reasons of their 
own Governments prefer to camouflage this fact. There are two 
ways in which this is done. The first is by the issue of paper 
money whereby the money counters in the possession of private 
people change their real value. The second is by the creation of 
additional bank credits enabling persons to subscribe to war loans 
without reducing the amount of money they spend or accumulate. 
Both methods produce a rise in prices which enforces the absti- 
nence which the Governments have not imposed directly. 

But inflation is not the sole cause of a change in general price 
level. Suppose that all Governments and peoples had been finan- 
cial purists and that war expenditure had all been met directly 
out of income (whether paid in the form of taxes or loans), there 
would have been no inflation. Offhand one is tempted to argue 
that there would also have been no change of general price level 
because private purses would have been emptied in the aggregate 
to the exact amount that the State’s purses had been filled. This 
^reasoning would hold good if all the forces operating were purely 
economic and if at the same time the aggregate demand of States 
and peoples remained unchanged in character. But neither of 
these assumptions is true. War produces psychological effects : 
it provides a stimulus to exertion it calls for restrictions and 
rationings on the part of the State. Again, it profoundly alters 

,1 Det«rio»|tioB of capital is, of course, negative accumulation, and therefore 
w« costs paid fM out of money that would otherwise have gone to ke(^ capital 
in repair are indttded in the formula in Uie text. 
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the nature of the aggregate demand for commodities and services : 
it causes dislocation of industry : it alters the requisite weighting 
of index numbers. The effects of these causes will not all operate 
in the same direction, but the enumeration of them is enough to 
show that the changes in general price level during the war must 
not be^i^olly attributed to inflation. 

Anoimr important point to realise is that, in determining 
general price level, only commodity prices are taken into account. 
Prices of fixed capital already in existence, and prices of securities, 
do not enter. During the war very remarkable differences have 
been exhibited in the prices of fixed capital. Some capital not in 
great demand, or which has been restricted or controlled by the 
Government, has fallen in price, while other capital which is much 
needed and difficult to replace has soared to fabulous heights. 
Thus a great deal of house property has fallen (c.gf., in the City 
of London by 20 or 30 per cent.), while some has enhanced. Again, 
what has happened to the railways in this country should be com- 
pared with what has happened to the ships. Both are public 
utilities, both have been in great demand during the war, both 
have been controlled by our Government, but the control has 
been of a different kind. In consequence ordinary railway shares 
have actually fallen in price, while shipping shares have mounted 
many fold. The change which the war has brought about in the 
prices of securities bearing a fixed rate of interest is uniformly 
downward. This is not surprising, for these prices merely express 
the amount of money required to produce a fixed, income*. As the 
current rate of interest for new investments rises in consequence 
of the great State loans, this amount naturally falls. 

With the cessation of hostilities the world wilP enter on a 
transition period which will probably be continued for several 
years before equilibrium is again reached. The essential char- 
acters of this period will be : (1) Continuation of extraordinary 
State exi>enditure ; (2) Demobilisation of men and capital from 
war work and their general absorption into peace work ; (3) Eecoil 
from the restrictions and abstinences of war. 

(1) Thoughtless people are apt to assume that within a few 
weeks of the cessation of hostilities the expenditure on war will 
almost disappear. So far from this being the case, it is likely 
that it will remain nearly at its full war level for several months, 
and even then only gradually decline. It follows that the various 
States which have borrowed most of the money required 
to pay for the war during its progress will continue to borrow for 

' 'Hiis article was written before the armistice. 
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many months (some, perhaps, for years) after hostilities come to • 
an end. 

(2) In 1914 the transition from peace to war produced a dis- 
location which caused grave unemployment both of labour and 
of existing (fixed) capital, and cut down the total volume of pro- 
duction. Gradually, as the war machines grew, they ate up all the 
fluid labour and capital and reduced unemployment to a record 
minimum, at the same time swelling the total output (including 
war output) above the pre-war amount. When peace comes the 
demobilisation of labour and capital will produce a similar dis- 
location and reduction of total output. Some war capital and 
some labour will become permanently derelict, some will take 
time to adjust itself to the new conditions, some will be immediately 
available. A striking example of the last class is the merchant 
marine which will set about carrying civil merchandise directly it 
is released from carrying soldiers and munitions of war. 

(3) During the war there have been restrictions against the 
subscription of new capital for private enterprise. Soon after 
hostilities cease these restrictions will have to be removed, or, at 
any rate, relaxed, in order that the world may restart its civil 
life. Belgium and other devastated areas will have to be rebuilt 
and restocked ; new cottages must be built in every country ; 
railway lines and rolling stock will have to be renovated ; and a 
vast outburst of industrial activity in many directions will be 
required. Entrepreneurs will need money to finance all these 
undertakings. Again, during the war, restrictions have been im- 
posed and voluntary abstinence practised in the matter of personal 
expenditure. Much of this is of a quasi-capital character, such 
as repairs to private houses, replacement of furniture, renewal of 
clothing, etc. ; with the cessation of hostilities people will desire 
to make these arrears good and will in many cases be prepared to 
do so out of capital if they are not able to meet the expense out of 
income. 

Combining together the demand that will be made for money 
by Governments and private persons in the first months after 
hostilities cease, it seems likely that it will even exceed the de- 
mands that have been made during the continuance of the war. 
And as there will be no new sources of money to be tapped, banks 
will be called upon to lend money to Governments and to private 
petsons to an extent equal, or perhaps even greater, than they do 
to-day, thereby creating further inflation unless it be checked by 
spfci^c mcfeiB. ^ 

Apart fr(Hn ifaflation the main causes tending U> increase prices 
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will be (1) the dislocation of the industrial machine, which will 
reduce supply ; (2) the psychological recoil from the restraint of 
war which will increase demand ; and (3) the increase in the price 
of existing fixed capital (e.gf., houses), which will expand until it 
equals the prices at which similar new fixed capital 6an be pro- 
duced.^ The causes tending to lower prices will be (1) the release 
of ships’ tonnage, which will increase and cheapen transit ; (2) the 
increase of civil output arising from the redevelopment of civil 
life and improved methods of production ; (3) the cessation of the 
great war profits and high wages in munition factories, which will 
reduce demand ; and (4) the ending of monopolistic conditions. It 
is hazardous to guess Dn which side the balance will be, but, 
takflig inflation and economic causes together, the confident hope 
of the man in the street that the cessation of hostilities will imme- 
diately and automatically see a big fall in prices is not at all likely 
to be realised ; and it may very well be that months, perhaps even 
more than a year, will elapse before the natural causes tending to 
reduce them get the better of those which tend towards a still 
further increase. 

The point may be expressed somewhat differently as follows : — 
During the war the world has devoted a great deal of energy to 
unproductive output, but it has minimised the effect of this upon 
commodities for immediate consumption by not merely ceasing 
to increase capital but by allowing it to be reduced. When the 
war is over this wastage will no longer be tolerated, and an in- 
crease of capital will be demanded. This creation of new capital 
and repair of old capital will not immediately yield an appreciable 
additional output of commodities. So long, therefore, as unpro- 
ductive expenditure is still considerable and while dislocation is 
having its effect the output of consumable commodities may be 
actually less than during the war. People will therefore go very 
short. This they will endeavour to resist; and as their power 
to keep up incomes is in general greatef than their power to keep 
down prices, prices would naturally rise. 

Superimposed, however, on these conditions will be the result 
of any direct financial action taken by the Governments. For 
the most part such action will be national, but there is one pro- 
posal for world action which is put forward by Mr. Stilwell in the 
Great Plan, He proposes to issue world bonds to the total of all 
the war debts, and in effect to hand these over to the creditors 

1 I assume that rationing and price control, including the bread subsidy in 
Great Britain, will be continued for some time. If not, their removal will be 
a further cause of increase. 
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and to make them legal tender in all lands. Assuming it to be 
possible to put this gigantic project into operation the effect would 
be to flood the currency of the world with an addition of incon- 
vertible paper to the face value of upwards of £30,000 millions. 
This unprecedented inflation would cause prices to soar to ten 
or twenty times their present level ; all existing contracts and 
wage agreements would become impossible, and it is not too much 
to say that the whole financial system of the world as we know 
it would break down. 

For the discussion of other schemes and proposals it is better 
to confine attention to a single country. In the times before the 
war all the great nations had a gold standard, and gold was free 
to be exported or imported by private persons. Consequently 
relative inflation of one country compared with another was 
speedily corrected by the flow of gold. Disregarding such tem- 
porary transferences, trade was based on an equilibrium of ex- 
ports and imports. Imports plus interest on debts owed plus 
new capital lent to foreigners equalled exports plus carrying trade 
plus interest on old capital lent to foreigners plus new debts 
incurred. 

During the war the gold standard has been abandoned by most 
of the belligerent countries, and though nominally retained by 
Great Britain, it is hedged about with such restrictions that gold 
is actually at a premium. Eelative inflation, therefore, exists; 
and the equilibrium between exports and imports is preserved by 
effecting’ public and private loans and by selling existing foreign 
securities. Thus in the case of Great Britain, which has obtained 
an increasing excess of imports-from over exports-to America 
during the war, the balance of trade has been made good (1) by 
sales to Americans of American securities previously owned by 
British men and women ; (2) by the British Government borrow- 
ing from American individuals; (3) by the British Government 
borrowing from the American Government. Such sales and loans 
have not produced inflation in this country, though by their 
means it has been possible for us temporarily to pay for the war 
without either increased production or abstinence.' They con- 
stitute a real case of our people throwing the burden of war on 
to the backs of their posterity. On the other hand, the loans 
made to the Allies during the war have meant increasing our ex- 
ports as against our imports. The money spent by our Govern- 
ment in providing these exports has formed part of the total war 
cost, and has pteyed its part in producing inflation. 

1 they may be regarded ae negative accumulation. 
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At the cessation of hostilities Great Britain will be confronted 
with a stream of imports far exceeding its exports. A great part 
of these imports are w’ar material from U.S.A., the demand for 
which will stop with the peace, but the tonnage thus released 
will be immediately requisitioned for other purposes— food, other 
consumable commodities, raw material, and industrial capital 
generally. It will obviously be impossible for Great Britain in 
the earlier days of demobilisation to give an equivalent 
for them in exports, services (the ocean carrying trade), 
or gold. It is almost certain, therefore, that she will con- 
tinue to borrow from U.S.A. This borrowing •will, in all proba- 
bility, be both through public and private channels, and will have 
three effects. First, it will equilibrate the exchange and prevent 
the drain of gold. Secondly, it will mitigate the inflation which 
the outburst of industrial activity in Great Britain would other- 
wise cause. Thirdly, it will pile up still further the adverse debt 
of Great Britain and make exports and imports more difiScult to 
balance later on. Meanwhile the effect of fhe loans made to 
Allies during the war will be exactly the reverse. It is incon- 
ceivable that in the earlier stages of demobilisation full interest 
in the shape of goods or services will be paid to u*s from them, 
and it is not unlikely we shall have to continue to lend them 
“money” for some time. This will be a further drain on our 
resources for the time beihg, but, assuming the debt is good, will 
be to our benefit in years to come. 

The principal financial issue which will confront all Govern- 
ments at the close of hostilities will be that of the paper currency. 

Four courses are theoretically possible : (1) to retain per- 
manently the inconvertibility of paper ; (2) to provide a basis for 
the paper other than gold ; (3) to restore the gold basis gradually ; 
(4) to restore it immediately. 

(1) The general arguments against an inconvertible paper cur- 
rency are well known. It destroys confidence, places the business 
world at the caprice of any Government which may be in power, 
and make§ any personal provision for the future insecure. In the 
particular case of Great Britain it would deal a crushing blow at 
the great national reputation for sound finance and make it prac- 
tically certain that London would not become again the financial 
centre of the world. 

(2) Whatever merit there may be in basing the currency on 
a wider range of commodities than one precious metal (and of 
this more will be said below), it must be evident that the discus- 
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sion of any sucH course has not proceeded sufi&ciently far to-day 
to make either probable or desirable so startling an innovation in 
the transition period. 

(3) and (4). There is little doubt that it will be decided to 
revert to the gold standard in this country ^ and the only question 
will be how rapid this return will be. The sooner it is effected the 
sooner will financial confidence be restored, foreign exchanges 
stabilised, and an opening provided for the reinstatement of 
London in its position of financial world pre-eminence.^ But the 
full consequences of the reversion to a gold basis must be faced. 
It will mean, of course, (a) ceasing to issue unlimited Bradburys, 
(b) genuine convertibility, and (c) the free export of gold. But it • 
will mean also that the relationship of the nation to its banks 
will have to be thought out afresh. It was seen in 1914 that 
the pyramid of credit which the banks had built up, and out of 
which they had made their profit, was unstable in the hour of 
crisis unless the nation’s credit underpinned that of the banks 
themselves. Again, during the war inflation has brought un- 
earned profits to the banks. Credit is a valuable asset. If, 
therefore, the banks are to remain in private ownership after the 
war, they must expect to have to pay something in the nature 
of an insurance premium to the nation for their right to the pro- 
tection of the national credit in hours of emergency. 

The return of Great Britain to the gold standard will bring 
about, for her, complete deflation relative to all other countries 
resting un a gold basis, but it will by no means suffice to undo 
the whole inflation brought about by the war, or secure a reversion 
to the general level of pre-war prices. While world capital and 
world commodities have been shrinking, instruments of credit 
have been expanding, so that even when resting on a gold basis 
the money measurement of wealth will be different from before. 

Second only lo the problem of the currency will be the problem 
of the war debts. One scheme of dealing with these on world 
lines h?ts already been discussed and dismissed. Other schemes 
for dealing with them on national lines are the following : 
(1) indemnification by Germany ; (2) speculative State enterprise ; 
(3) repudiation; (4) capital levy; (6) annual provision of interest 
and sinking fund. 

(1) It is not expected that Britain will claim a money indem- 
nity from Germany for herself. If she were to do so it could 

1 Tbe report of the Committee on Currency and Foreign Exchanges, ksued 
^ter this artkle^v'wa* written, supports this view, and says that it was the 
unaniinous dpthion of the Committee and all the witnesses. 
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only effectively be paid by imports of goods from Germany. These 
would probably have an injurious effect on British industry while 
they lasted and would leave Germany in a strong industrial posi 
tion when the indemnity was finally paid off. Such an indemnity, 
if imposed, would ten^ towards deflation and lowered prices in 
this country. 

(2) Mr. Wilson-Fox and others urge that the State should 
engage in large speculative enterprises in British dependencies 
and elsewhere at the close of the war for the purpose of meeting 
the interest on the debt. Such enterprises would involve the 
flotation of great State loans in order to raise the necessary 
capital, and these loans would be the cause of inflation. Further, 
the monopolistic conditions attached to the scheme would tend to 
raise prices. 

(3) It is unnecessary to discuss the effect of repudiation on 
prices, because it could only be adopted as a revolutionary measure 
which would smash up the whole financial system as it exists 
to-day. 

(4) The war debt may be wiped out in whole or in part by a 
levy on capital, which would be paid, not in money, but by trans- 
ference of the title deeds of wealth. Such a levy \^ould be paid 
by all citizens of the country possessed of more than a certain 
minimum, and would be graduated according to the amount of 
their estate. If this project be carried out, what effect will it have 
on inflation? It must be remembered that it is not the whole 
war debt which has caused inflation during th^ war, but that 
part of it which has been lent to the State not out of direct 
abstinence but out of bank credit. In the same way the levy will 
cause deflation not through the mere extinction of debt but 
through the extinction of that part of it which is being used for 
purposes of credit. But the levy will have a further effect in 
lowering prices which is psychological in its origin. So long as the 
war debt remains floating jointly on the country as a whole, its 
citizens will reckon their private wealth as it stands without de- 
duction. When by the operation of a capital levy the debt has 
been shared out between them severally a soberer estimate will 
be formed and a stricter economy more in accordance with the 
true facts will be practised. In this way a reduction of consump- 
tion will bring about a fall in prices a part of which will be 
correctly described as deflation. 

(5) If none of the above methods be adopted, or if any of them 
be adopted but a portion of the debt be still left in existence, there 
will remain the normal procedure of meeting the interest year 
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by year and providing a sinking fund out of current taxation. Thn 
only part of this which will affect price level will be the extinction 
of internal d^bt owing to the operation of the sinking fund. But 
as this is not likely to exceed an annual 1 per cent, its effect in 
the first few years of peace will scarcely be noticeable. 

When extraordinary expenditure and extraordinary receipts 
have come to an end, when labour and capital have been demo- 
bilised out of the munitions works and out of the army and 
navy, when all temporary restrictions have been removed, when 
foreign loans arising out of the war, both in and out, have ceased 
to be created, then at last something like a steady equilibrium 
will be reached, involving the balance of exports and imports ' 
qualified in the usual way. This equilibrium for Great Britain 
will differ in important particulars from the equilibrium before 
the war. She will no longer be a creditor of the United States 
but a debtor, to her. She will no longer have an almost exclusive 
share in the carrying trade of the world, but will have to recognise 
in the United States a formidable competitor. As a set-off 
against these factors the loans made to Italy and the other Allies 
and Dominions must be taken into account, but some of these 
countries are not likely to be able to pay interest on their indebted- 
ness for many years to come. 

In reckoning the effect of this new position on the external 
trade of Great Britain it must be remembered that immediately 
before the war she was advancing capital annually to colonies and 
foreign -nations to the extent of some two hundred millions ster- 
ling. As, therefore, the interest on her lost foreign wealth and 
any loss*that there may be in the falling off of her carrying trade, 
taken together, are not likely to amount to nearly so great a sum, 
she will still be able with the same exports and imports as before 
to increase Iier foreign wealth, but at a slower rate. No doubt 
she will endeavour to do much more than this by augmenting her 
exports. 

As'to the internal problem of the magnitude of the whole 
productive output, it is popularly anticipated that owing to the 
lessons learnt during the war — standardisation, the removal of 
harassing labour restrictions, the discovery of fresh processes, 
the introdyction of women’s labour — ^an immense increase in out- 
put will be available, causing a fall in prices. Undoubtedly all 
these factors will have an important bearing ; but there are 
some to be set on the other side — ^the loss of capital during the 
war^ the loss and mutilation of men in the prime of life, the 
demand lor jgitater leisure, and, unless labour be granted a much 
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larger share in the distribution, serious conflicts between labour 
and capital. It would therefore be very rash to prophesy iiow far 
the popular arfticipation is likely to be realised. 

Inflation has undoubtedly brought many evils in its train, not 
the least of which has been the uncertainty of prices from day to 
day. It by no means follows that deflation will be a pleasant 
process. On the contrary, it will introduce a fresh uncertainty 
and gravely embarrass the entrepreneur. His bankers will make 
difl&culties about accommodating him with money, He will start 
out with a process of manufacture to find at the end that the 
fall in prices has cancelled his anticipated profit and substituted a 
loss. He will have to ‘‘write down” his plant and stock when 
he makes up his annual accounts. He will endeavour to reduce 
wages and will have in consequence conflicts with labour. Defla- 
tion will ruin some entrepreneurs, will throw workpeople out of 
employment, and will depress trade generally. Nevertheless, 
these ugly consequences will have to be faced, for a world of per- 
manently inconvertible paper would be a still graver menace to 
industrial stability. 

The question arises, however, whether the Government should 
by financial means aim at speedy or gradual deflation. It has 
already been noticed that the period immediately following the 
war will naturally be a period of further inflation, and it is highly 
desirable that the Government should take this opportunity to 
introduce deflating action which will cancel the increase in prices 
which would otherwise take effect. Beyond this, there seems to 
me a great deal to be said for getting as early as possible to a 
stable condition in which uncertainty no longer prevails and there- 
fore for hastening deflation ; but this will tend to increase the 
effective weight of the war debt if it has not been expunged by a 
levy on capital. 

All such investigations point to the grave evils which are 
brought about by changes in general price level. These evils are 
inherent in any system of paper currency which has no stable 
basis, and are not wholly eradicated when the currency rests on 
the value of a single precious metal. Apart from the financial 
deyices of a war there is always a risk that the discovery of a 
fresh source of gdid, or new methods of production, or even 
widely extended forms of credit, will throw the whole basis of 
price into the melting pot. Against jfchis uncertainty bimetallism 
affords no substantial relief. The only real safeguard is to base the 
currency not upon one or two commodities but upon all. This 
proposal sounds at first utterly impracticable, but in reality it is 
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quite feasible, as those who have studied Professor Irving Fisher’s 
memoranda upon a compensated dollar will be constrained to 
adnodt. It may be a long time before such a proposal becomes 
practical politics, but the terrible financial diiSficulties which will 
follow the war cannot fail to start a train of discussion in which 
this project will be brought for the first time to the attention of 
the general public. 

Summary of Main Conclusions. 

The natural tendency of post-war events will be such as to 
cause in the transition period a further inflation and rise of prices. 
If this result is to be prevented, still more, if a fall in prices is 
to be brought about, Governments will* have to take certain finan- 
cial actions, foremost among which is the return to the gold 
standard. In this country in particular it is most urgent that 
this step should be taken with the least possible delay. Prices will 
also be affected by the method adopted of handling the war debts. 
Most of the schemes propounded would result in increased in- 
flation, but a levy on capital would undoubtedly operate in the 
direction of deflation. 

Several years will probably elapse before foreign trade reaches 
equilibrium, and in the beginning of this period for many months 
at least this country is likely to continue to borrow from America, 
and other countries will continue to borrow from us ; these borrow- 
ings win increase the difficulties of the future and should be ter- 
minated as soon as possible. 

Deflation will be a disagreeable process bringing ih its train 
failure and unemployment ; but it is a less evil than the con- 
tinuance of an inconvertible paper currency. All fluctuations in 
general price level are injurious to business and they will never 
be completely eliminated until the currency is based on all com- 
modities. This, though at present outside practical politics, is 
quite feasible, and is ultimately the only satisfactory solution. 

F. W. Pethick Lawrence 



GOLD AFTER THE WAR IN RELATION TO INFLATION 
AND THE FOREIGN EXCHANGES. 

In. an article on “Currency and Gold now and After the War,” 
in the March number of the Economic Joubnal (1918), Mr. 0. T. 
Falk remarks that “Dr. Cassel’s theory that the movements of the 
exchanges are .simply determined in the main by the quotient 
between the inflation of the different countries” appears to be 
quite untenable under recent war conditions. 

If by inflation nothing else is meant than the rise in general 
prices compared with their level before the war, this proposition 
is no doubt untenable, and this has in fact been recognised in 
later articles by Professor Cassel himself.' Supposing, for in- 
stance, that a country were to place prohibitive duties on all 
imported goods, whereas some of its exported commodities could 
not be dispensed with in other countries, there is apparently no 
limit to the rise in prices of that country, although the rate of its 
exchanges with other countries might have remained at par during 
the whole time. While this could, perhaps, not be called infla- 
tion, properly speaking, at any rate the above result would be 
inevitable in such circumstances. Gold would merely pour in, 
and this influx could only be checked by an extension of the note 
issue within the country. The same result would follow if its 
import of goods were prohibited by measures taken on the part 
of other countries. This at present is precisely the case with 
Sweden. Our exports have been free, or nearly so ; our imports, 
on the other hand, extremely reduced, and in many cases quite 
annihilated, as a result of the well-known political difficulties which 
happily are now coming to an end. The result, even 
supposing that the gold standard had been maintained by all 
countries, Sweden included, would have been a rise of prices in 
Sweden far above the level of prices in all other countries ; as a 
matter of fact, Swedish prices have risen during the last year 
and a half much more than English prices, and they cer- 
tainly would stand still higher had not the value of the Swedish 
krona been raised by the restrictive credit policy of our central 

* 1 See Professor Ca^ssel’s article below, p. 413. 
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bank and its refusal to accept gold in -unlimited quantities, som6- , 
what over that of the monetary units of most other countries. 

This is the real meaning of the Swedish barring of gold, the 
only fault of which in my view is that it has not been carried 
through with the necessary strength and consistency. The present 
state of our price level may be regarded as the combined effect 
of three forces, of which two are working strongly in the direction 
of raising, and the third very slightly in that of depressing, prices. 

(1) The general inflation of world prices; 

(2) The cutting off of our imports during the latter part of 
the war, while our chief export articles have had a free sale ; 

(3) As the only counterpoise against those mighty influences, * 
the gold and credit policy of the Bank of Sweden referred to 
above. 

Mr. Falk believes that it would be an easy thing for England 
to bring back the exchanges to parity with neutral countries, and 
I suppose he does not except our country, Perhaps he is right 
in that, for the present. But if the gold policy of Sweden were 
carried to its last consequences, as in my opinion it ought to be, 
so that our central bank were to buy and sell gold at a price in 
notes decidedly lower than the legal mint price, I cannot see how 
it would be possible for any country to keep its exchanges at par 
with ours — except only by using precisely the same policy. 

And here I come to Mr. Falk’s remarks on the rdle of gold 
after the war, partly in controversy with an article of mine in 
this Journal. “Is it not in the power of the Allies,” he asks, 
“to maintain the rise of gold by a convention, if they wish to do 
so, and by maintaining the use of it to secure a powerful protec- 
tion against its further depreciation?” If by the word “use” 
he means a proper or adequate use, I fully agree. If the Allied 
Powers were to co-operate for that purpose they might easily 
bring up the value of gold to any height. The simplest and, from 
a broader point of view, by far the cheapest way, would Be to 
buy up all or most of the gold mines and sio'p their production ; 
then gold would be sure to rise by andjby. Or, they might by 
other contrivances, equally sure but loot so cheap, increase the 
demand for gold among themselves so as fully or more than fully 
to keep pace with the supply. But if by artificial means you 
steady the value of gold in order to regulate your own currency in 
correspondence with it, you might as well regulate the value of 
your currency directly and not By the roundabout way of gold, 

^ The principle, however — or, rather, the fiction — which lies at 
the base of the ft^etallic theory is that gold will maintain 
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its value by itself, if only it is in general use as a standard of 
value. And this proposition I deny. That it is a pure fiction is 
shown to superfluity by the monetary history of the last forty- 
five years : the increase in the value of gold during the period 
1873-96, its progressive fall in value during the next eighteen 
years, and its unparalleled collapse during the war. 

Of course, it may recover once more, but that is not the point : 
falling prices are just as bad as rising prices ; it is steadiness} of 
prices and consequently of the standard of value that we want ; 
a standard which is apt to vary in a short time by some 100 per 
cent, is worse than no standard at all ; we could as well get on 
with a foot-rule of india-rubber. At any rate, the belief 
in the natural or intrinsic steadine^^s of the value of gold should 
by this time have disappeared for ever. The more so, if Mr. 
Falk is right, as I think he is, in his prophecy that the countries 
which before the war had a circulation of gold coins among the 
public will content themselves after the war with maintaining a 
paper currency, leaving their stocks of gold with the banks. If 
so, there is hardly any real factor left for determining the value 
of gold. Dr. Karl Helfferich (the present politician), no doubt 
one of the ablest German writers on questions of money, made 
some years ago (long before the war) the remark that the diffi- 
culties sometimes felt by the central banks in keeping a proper 
amount of gold were caused almost entirely by the internal 
market and the fluctuations of its’ cravings for gold in the circula- 
tion, and far less by the need of international gold payments. In- 
deed, those payments are every day, at aqy rate in peace time, 
getting less important, and the actual movement of gold from 
country to country is in the main reduced to the necessary dis- 
tribution of the metal from the gold-producing countries over the 
world. If, then, the possibility of the internal drain, for which 
the banks hitherto had always to be prepared, is to cease alto- 
gether, the size of the gold stocks kept by the different banks 
relatively to the volume of trade and payments might fall to 
almost any extent withoqjfc causing any real difficulty to the banks. 
Only when, in consequence of the rising prices of commodities, 
the diminished production of gold had become insufficient to 
answer even the industrial demand for gold, and the stores of 
the banks therefore became constantly diminishing, a reaction 
against the too liberal credit policy of the banks would perhaps 
set in, but this would be a very long vista indeed. 

“International trade without a. material standard of value is 
surely an impossibility,’^ says Mr. Falk at a^ime when for about 

No. 112.— VOL. XXVIII. ^ ^ 
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four years almost the whole world has been living — and before 
that date about half the world was living — without any material 
standard of value at all. “We know, he goes on, “what chaos 
results even within a single State under a regime of inconvertible 
paper, and the world is not yet a single State with one supreme 
authority in currency matters.” Can, then, the monetary system 
of Austria before the war, or that of India, be properly described 
as a chaos? But neither the former, nor, for several years, the 
latter of these countries had a material standard of value. More- 
over, there is no need for a “supreme authority in currency 
matters,” or for a central bank of the world, or anything like it. 
Each country might keep its own money just as now, regulating 
it in the usual way so as to keep its rates of exchanges at par 
with the leading commercial countries of the world. But as a 
change in a certain direction in the rate of exchange between 
countries A and B can be effected as well by A's raising \U rate 
of discount as by B’s lowering its rate, there exists obviously, as 
it were, a second degree of freedom : over and above the inter- 
national regulating of the exchanges by discount rates moving in 
opposite directions there might come about by common agreement 
a general rise or lowering of rates in the same direction when 
needed in order to lower or raise the world’s general l.evel of 
prices, properly measured by some improved index method. 

I hope for a monetary congress, which will be able to solve 
this question, which from a theoretical point of view meets with no 
difl&culty whatever. If not, then every land had better regulate 
its own level of prices, even though it thereby sacrifices the parity 
of its exchanges with the rest of the world, which, commodious 
and desirable as it no doubt is, after all must be regarded as a 
matter of only secondary interest compared with the former. 

Knut Wicksell 



ABNOEMAL DEVIATIONS IN INTERNATIONAL 
EXCHANGES. 


According to the theory of international exchanges which I 
have tried to develop during the course of the war, the rate of 
exchange between two countries is primarily determined by the 
quotient between the internal purchasing power against goods of 
the money of each countr 3 ^ The general inflation which has taken 
place during the war has lowered this purchasing power in all 
countries, though in a very different degree, and the rates of 
exchanges should accordingly be expected to deviate from their 
old parity in proportion to the inflation of each country. 

At every moment the real parity between two countries is 
represented by this quotient between the purchasing power of the 
money in the one country and the other. I propose* to call this 
parity “t/te pnrchasmg power parity,'' As long as anything like 
free movement of merchandise and a somewhat comprehensive 
trade between the two countries takes place, the actual rate of 
exchange cannot deviate very much from this purchasing power 
parity. Even restrictions of trade will not cause the rate of 
exchange to move from this purchasing power parity as long as 
they strike the trade in both directions equally. However, as I 
have tried to show in , my book, “Dyrtid och sedeloverfldd 
(Stockholm, 1917), if the trade between the two countries is ham- 
jiered more severely in one direction than in the other the rate of 
exchange will deviate from its purchasing power parity. If the 
imports of a country are more severely restricted than its exports 
the consequence will be that foreign money will sink in value, as 
claims on spch money will be comparatively easy to procure, but 
difficult to make use of. ""A country whose imports are impeded 
from all sides, but whose exports are relatively free might in this 
way see its money go up in value in foreign places considerably 
above the rates which would correspond to the internal value of 
this money as it is expressed by its purchasing power 5 ^^ithin the 
country. 

This I think is, under the present circumstances, the case with 
respect to several neutral countries, and especially with Sweden. 
In February,' 1916, the Swedish Mint was closed to the minting 

. F r 2 



414 


THE ECONOMIC JOURNAL 


[dec* 

of gold and at the same time the Eiksbank was released from its 
duty to buy gold at the mint par.^ From that time the Swedish 
currency was freed from its conndbtion with the metal gold, and its 
value in comparison with foreign money could be expected to be 
governed only by its relative purchasing power. 

This seems indeed to have been the case during the first year 
subsequent to the above date. But during the course of 1917 it 
became clear that the internal value of Swedish currency no longer 
corresponded to the high value of the Swedish exchange in foreign 
countries. And in 1918 the deterioration of Swedish money has 
advanced so far that its purchasing Hower is now, probably, even 
more reduced than that of sterling. Nevertheless the sterling rate 
of exchange was lately quoted at about 14 crowns as against 18.16 
as the old mint parity. So far as can be judged the purchasing 
power parity must at present lie considerably above even this old 
mint parity- At the same time the general level of prices in Eng- 
land stands, according to the EconomisV s index, at about 250 in 
comparison with 100 before the war. And even if this index 
does not, for reasons which are well known, represent the full 
real rise of prices, the error is hardly so great that the English 
inflation could be estimated at anything like as much as 330, which 
is the approximate figure for the Swedish inflation in the autumn 
of 1918. 

That in spite of this Swedish currency is valued in England 
very much above its old mint parity is, from a scientific point of 
view, a very interesting fact, the true interpretation of which is 
also, under the present circumstances, of the highest practical 
importance. The explanation must, according to what has been 
said above, be the exceedingly severe hindrances which are put 
in the way of Sweden's imports and which surpass, considerably, 
those in the way of her exports- The result of these artificial 
conditions of Sweden's international trade has been an unprece- 
dented accumulation of assets in foreign countries together with 
a great import of Swedish securities from abroad. This involves 
an export of capital on a scale which, indeed, far stfrpasses the 
economic power of Sweden. The foreign and internal claims on 
the capital of the country have together exceeded her accumulat- 
ing capacity, with the consequence that fresh credits in Swedish 
crowns could only be obtained by measures involving creation of 
new mon^ and further inflation of the monetary standard of the 
country. 

If?/, my iirtick, “The Depreciation of Gold’' [Economic Journal, 
September, 19171 
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When foreign countries complain of the high price which they 
must pay for the Swedish crown they in reality complain over a 
state of things which is not Sweden’s fault but is the inevitable 
result of the hindrances which these countries themselves lay on 
imports to Sweden. If the same foreign countries would only 
send Sweden more goods they would have it in their power to 
bring down the international value of the Swedish crown as much 
as they liked, right down to its purchasing power parity, which 
would mean a sterling exchange of at least 18.16 crowns to the 
pound, perhaps even more. And when they, in order to escape 
from the present high costs of procuring means of payment on 
Sweden, claim fresh credits in Swedish money, they choose a 
way which is more injurious for the Swedish monetary standard 
and therefore for the whole economic life of the country, and 
which, moreover, is not at all so advantageous to the interests of 
the credit-claimers as it seems to be. Furthermore, the policy 
of this excessive credit-claiming must clearly prove a failure in 
so far as the object is to improve the rate of exchange and 
thereby to get Swedish goods at a lower price. The rate can no 
doubt be improved in this way, but only at the cost. of a further 
inflation of Swedish money and, consequently, of a corresponding 
rise of the general level of prices of Swedish goods. 

If the goods which are demanded from Sweden were paid in 
the normal way by goods, there would be no need of Swedish 
credits. It is an economic paradox that the whole world should 
ask credits from a country which, owing to her being cut off 
from imports in payment for her exports, stands in reality at the 
margin of starvation. 

G. Cassel 
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The State and Industry During the War and After. Papers by 

H. Sanderson Furniss, John Hilton, and J. J. Mallon. 

(Euskin College, Oxford : Eeorganisation of Industry Series : 

IV. 1918. Pp. 84. Price Is. post free.) 

This report of a Euskin College conference of working-class 
associations, held at Manchester on May 10th and 11th, like its 
predecessors, will give the future historian some little help towards 
discovering what the more thoughtful members of the working 
class were thinking in 1918, though the discussions on the papers 
seem to have been scarcely so vigorous as at some of the earlier 
conferences. 

We may note the strange persistence of the idea that private 
enterprise is to be blamed for being discovered unequal to the 
task of carrying on the war. Before the war did anyone ever 
suppose that it was the business of private enterprise to carry 
on war? The business of private enterprise was to provide 
people with the things they were prepared to pay for under a 
regime of peace and order maintained by the various civilised 
States; Suddenly, in August, 1914, several of these States de- 
serted their role of preserving peace and order and began instead 
to kill each other’s subjects, to steal each other’s subjects’ property 
so far as they could, and to dectroy what they could not carry 
away. And then, when private enterprise found itself somewhat 
incommoded by these proceedings, it is said to have “ broken 
down ” and the various States are said to have “ come to the 
rescue” with their moratoriums and their floods of paper money 
wdth which they doubled prices while pretending to protect their 
subjects from the greedy profiteer. Verily, a precious kind of 
rescue ! 

Mr, Furniss on ” The State and the Citizen ” is not impec- 
cable on this matter, but Mr. J. J. Mallon on “ The State and 
the CoDsumer” is a much more determined advocate of the theory 
that the State has shown great industrial capacity. To illustrate 
“ the creative work ” of the Ministry of ¥ood he says : — 

“ In 1913 tile consumption of butter in the United Kingdom 
was 16} lb. per bead per annum, and of margarine 4} lb. per 
head ; that is, the consumption of butter was nearly four times 
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that of margarine. To-day the weekly output of home-produced 
margarine is^ three times what it was in 1913, while imported 
margarine in January stood nearly at the 1913 level. The import 
vital a few months ago is no longer essential. In a few weeks the 
United Kingdom will have become self-supporting in margarine 
production.” 

Mr. Mallon may live to contribute to the epitaph of the semi- 
feudal State which tried to become industrial in its old age, and 
his contribution will be : ” Its subjects had butter, and it gave 
them margarine instead.” Mr. John Hilton on ”The State 
and the Producer” is a good corrective to Mr. Mallon. In its 
control of shipping, he remarks with pungent humour (p. 56), 
“ the Government appeased the very natural indignation of the 
public at the expense of the public’s stomach.” He reminds his 
hearers that while the hurry of the period has certainly been 
inimical to success, the State has been enormously assisted by the 
patriotic fervour engendered by the war, and by the fact that it 
took over going concerns — ” there is a momentum about a going 
concern which will carry it a long way, eveif though the initial 
energy be cut off, as has often been seen when the able founder 
of a business has died and left his fool son to carry on.” He 
might have added that the reckless borrowing and emission of 
paper money carried out by all the belligerents gives both the 
lenders of the money and the receivers of the bonuses and subsidies 
paid out of it a delusive feeling of prosperity, but cannot continue 
indefinitely. The State has certainly done greater things than 
anyone expected : no one before the war ever thought the British 
Government would borrow annually a sum equal to the whole 
pre-war yield of the income-tax in order to pay a part of the cost 
of the people’s bread. Glorious achievement ! ” Men,” says Mr. 
Mallon, ” no longer gamble or speculate in wheat, or, in the old 
^sense, no longer make profit out of it.” How to reconcile his 
belief in the Government’s success in buying and in preventing 
inordinate profits everywhere with the fact that about two thou- 
sand millions can be subscribed to war loans in a year, he does 
not explain. The only tolerably acceptable explanation yet sug- 
gested is that the Government departments shovel out money so 
liberally that some people are receiving amounts enormously 
greater than they received before the war. Mr. Mallon s economi- 
cal State pays them too much, borrows back much of what it has 
paid them, . . . and each year saddles the taxpayers with another 

hundred millions a year of interest in perpetuity. 

Edwin Cannan 
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The Human Heeds of Labour, By B. Seebohm Bowntrbb. 

(London : Nelson and Sons. Pp. 168.) 

Mr. Eowntree has in this book estimated the lowest weekly 
wage on which a man can adequately provide for himself and his 
wife and his children (up to the age of fourteen) under modern 
urban conditions. The weekly budget for a family is considerably 
more liberal than that used in the author’s former work Poverty 
in regard to clothing and personal expenses, and slightly more 
liberal in food. The question considered is, in fact, not what is 
the least sum on which life can be supported without impairing 
efficiency when all possible economies are practised, but rather 
what is the sum on which the conventional standard of the un- 
skilled workman can be reached when there is no careless waste 
and no extravagant expenditure. The calculation does not there- 
fore rest on a purely scientific basis, and is consequently not open 
to critical abstract analysis ; we have rather to consider whether 
the standard adopted is reasonable in relation to the needs of 
the workman, having regard to his habits and environment. 

Prom this point of view little exception can be taken to the 
calculation. The estimate for food is almost exactly the same as 
the amount actually expended by the average unskilled work- 
man’s family in the Board of Trade’s 1904 budgets (allowance 
being made for price changes to 1914) ; the sum as expended 
yielded definitely fewer “calories” than the physiologists, whom 
the author follows, consider necessary for efficiency, though food 
experts could make it yield (on paper) considerably more. Fuel 
is taken nearly at the quantity allowed this winter by the Coal 
Controller. Bent is to be taken as that actually prevalent for a 
house with four rooms and a scullery in the workman’s district. 
Household sundries, which must include repairs and renewals," 
are reckoned moderately. The only sums open to criticism are 
the 5s. weekly allowed for insurance, trade union, and other 
subscriptions, tram fares, and pocket-money, and 5s. 
weekly for clothing, in each case for the family of five persons ; 
for much smaller sums have hitherto been made to suffice by 
families whose means are very narrow. Though there is no 
doubt that this 10^. weekly could be usefully spent, it is doubtful 
how far conventitoal standards of clothing and pocket-money 
should be tak^ into account in fixing a legal minimum. 

" f^The estimate on this basis for a family consisting of a man, 
wife, and three chil<|ren under 14 years is B5s. 3d, (including 6«. 
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for rent) at the prices of 1914, which is some lOs. higher than 
the pre-war rates for unskilled labour and equal to the wage of 
the lower ranks of skilled labour at that date. The question at 
once arises as to how a man with 25s. paid his way, and the 
answers are as follows. First, personal expenses were much 
lower than 5s . ; where there are three children and no additional 
source of income, 3s. or more must be taken off this sum. 
Secondly, clothing was obtained, partly second-hand at extra- 
ordinarily cheap rates, partly from gifts of relatives and others, 
partly from extra earnings, partly at the expense of food, and the 
standard was lower than that represented by 5s. weekly. Thirdly, 
less than 6s. was paid for rent, and the houses were crowded 
and unsatisfactory. Fourthly, the children’s and probably the 
wife’s food cost a smaller proportion of the man’s than is here 
reckoned ; there is a possible flaw in the usual calculation by 
which it is reckoned that the cost of feeding a child eight years 
old is one-half that of feeding a man because he needs half the 
nourishment, for the child’s nourishment is obtained from bread 
and margarine, which are much cheaper forms of food than meat 
and bacon ; also children can obtain free meals at. school. But 
when all allowance is made, the explanation is in effect the 
simpler one that large numbers of the children were underfed. 
Fifthly, in Mr. Bowntree’s calculation the costs of satisfying the 
needs of the different members of tbe family are simply added to 
get the total, whereas in a family group there is elasticity and 
give-and-take, resulting in a certain saving. Though the stan- 
dard reached by the unskilled working class was unsatisfactory 
from every point of view, and there would be every reason for 
welcoming an improvement, it must be remembered that the 
standard in England immediately before the war was considerably 
higher than in the generations preceding that time, and higher 
than that generally reached in the towns of Europe. 

The questions, whether the establishment of a legal minimum 
wage is possible or desirable or would be effective, are only very 
lightly discussed in the book, but the whole analysis is directed 
to ascertain the level at which it should be fixed, assuming the 
principle to be granted. From a very interesting and successful 
statistical examination of the numbers of children of different 
ages in the families of York, the author reaches the conclusion 
that in 33 per cent, of the families* there are more than three 
children to be provided for at one stage of the family history, 

» The«e being the more prolific famifies. the relative number of chMrm are 
much greater, viz., 62 p«r cent, and 80 per cent. 
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and in nearly 60 per cent, more than two children ; and he argufes 
that a wage will leave a very great number of children unprovided 
for unless it is based on the requirements of three children, as 
in the estimates described above. Other investigations have also 
shown that a very large proportion of children belong to families 
which for a shorter or longer period have been below the stan- 
dards adopted as the poverty line. 

The author does not discuss at what age the minimum wage 
should become compulsory, but it is evident that the idea is that 
it should commence at about the age at which a man usually 
obtain^ a full standard wage. The fixing of a higher age would 
lead to some discrimination of employment in favour of the* 
younger. The minimum would, of course, continue throughout 
working life. Thus to meet the five years or so of stress that 
comes to men who have three children, it is argued that a w^ige 
should be fixed that on the standard adopted would leave a margin 
over “human needs” for all men before marriage, for all in the 
first few years of marriage, for all who bring up less than three 
children, and for nearly all men over about 40 years, by which 
age there are seldom three children still at school ; w^hile in the 
end the wage would leave unprovided for a very considerable pro- 
portion of the children in larger families. It is, of course, realised 
that there would be an excess for the young and the elderly mar- 
ried couples, and it is argued that in the earlier period the money 
would be useful for establishing the home, and in the later for 
providing for old age; this may readily be granted, but it would 
apply equ^illy if the wage were fixed at double the amount. It 
may be added, however, thali the surplus can be (and no doubt 
is, to some extent) applied to help relatives who are passing 
through years of stress. 

The fact that really comes out of the analysis is that a mar- 
ried man with children needs 35s, (at pre-war prices) to be fairly 
comfortably off between the ages of 30 and 40. This is the best 
working period of a man’s life, and most men are prepared to 
make extra exertions, and to take their work responsibly and 
seriously, when they have to provide for a growing family. There 
is something wrong in a wage system that allows no promotion 
and no higher rate of pay to a man when he comes to maturity, 
and something wrong with a man who is content to remain at 
the level he reached when he was 23 years old. Among the new 
ways that are being explored for increasing wages, that of de- 
*velopin^ th? individual’s latent faculties and providing avenues 
of betterment should be very seriously explored. Meanwhile the 
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very pressing problem of how to save children in large families 
from insufficiency of nourishment should not wait till industry 
is reformed; 

A minimum standard is also calculated for a woman without 
dependents, living with her parents or lodging with another 
family, and this is put at 205. a week at pre-war prices. This 
standard is much higher than that allowed previously in the family 
budget, for there an adult woman’s needs are taken as met by 
35. 6d. for food and about 25. 9d. for share of the house and fuel, 
while in the second case 125. is allowed for board and lodging and 
laundry; and while the whole family has IO5. for clothing, in- 
surance, and ix)cket-money, the single woman is allowed 85. An 
independent economic life is thus relatively expensive. 

A. L. Bowley 


The Business of Finance, by Hartley Withers. (John Murray, 
1918. Pp. 234. 65. net.) 

In this book Mr. Hartley Withers, quite naturally, reproduces, 
but in a new form, much of what he has already written in earlier 
works, and it is none the worse for that, for many of the points 
upon which he insists — or “platitudes,” as he sometimes modestly 
calls them — are of a kind which at the present time can hardly 
be urged too often. For instance : — 

All who are interested in the sanity and sense with which 
finance is conducted will have to do their best to impress on 
those whose economic education is deficient that you do not 
make people really any better off by plastering the world 
with paper promises to pay, but that what does mankind 
real good is stimulating the production of good things to 
put into its stomach, stout clothes for it to wear, good houses 
for it to live in, and sound education to make it see straight 
in matters of finange and in doing its duty to its neigh- 
bour. (P. 73.) 

The activities of finance are defined as 

the manufacture and provision of currency and credit, the 
handling and distribution of the capital that is saved by the 
community and put into the equipment of industry, and 
the collection and spending of the revenue of the nations, and 
the raising of debts for any purposes that they choose to pay 
for by this means. (P. 12.) 
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The various chapters deal with these topics. The book is 
written in the author’s usual attractive style, and he dispenses 
with much of the tedious detail which both teachers and students 
have learned to associate with textbooks on money. There is 
no tiresome list of the various commodities which were used as 
money prior to the introduction of gold, and an enumeration of 
the requisites of money, all ending in -ility, will not be found in 
Mr. Hartley Withers’ pages. Instead of these we have refresh- 
ing remarks like the following on the adoption of gold as the 
medium of exchange : — 

Perhaps it was just as well that man should have in^sted 
on prettiness as the most essential point in the article that 
he was prepared to take in the certainty of being able to 
pass it on when he wanted other goods or services. The 
amount of labour that he has sunk throughout the ages in 
digging for the precious metals may some day astonish his 
more rational descendants, but it would have been even 
worse if some really useful article had been devoted to the 
purposes of a medium of exchange. (P. 26.) 

The book covers a great deal of ground and the treatment of 
some of the subjects discussed is, perhaps necessarily, rather thin. 
The concluding chapter particularly, or that part of it which is 
devoted to an explanation of some of the principles of taxation, 
is decidedly inadequate. However, most that is essential in the 
theory of .money and credit is to be found in the volume, if it 
is not always fully discussed. The quantity • theory is clearly 
stated, and it is shown that “it can only ... be upset if it is 
complicated by irrelevant issues” (p. 47). There is a good dis- 
cussion of the relative advantages and disadvantages of rising 
and falling prices, a very lucid explanation of the Bill of Exchange 
and the Foreign Exchanges, some excellent remarks on the 
duties of investors, with suggestions as to the possibility of some 
guidance being given to them by the leaders of finance, a good 
discussion of the difficulties and dangers of investment abroad, 
and so on. 

We should, however, have liked to see some of the monetary 
and financial problems which are mentioned more fully treated, 
such as, for instance, the desirability of restoring the sovereign 
to circul^ion after the war, and the possibility of demonetising 
gold. The statement that under collective ownership the wages 
of capital ^ill still have to be is open to criticism, that is, 
if Interest is mto^nt by the phrase “ wages of capital ” (p, 103), but 
we are not quite clear as to the meaning of this passage. 
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We have noticed three small slips. “Its” should be “their” 
on p. 63; “capital” should be “money” on p. 92; and can a 
“blemish ” be used as a “brickbat,” even by the critical? (p. 147). 
But these are all minor criticisms, and the book should be most 
useful as a textbook, and especially as a supplement to The 
Meaning of Money. The introductory chapter strikes a note of 
high idealism which is rare in works on finance, and it is to be 
hoped that financiers will take to heart the following : — 

Bankers, financiers, stockbrokers, bill discounters, have 
to remember that earning a profit for themselves or for stock- 
holders is not the beginning and end of their business, but 
that they are in charge of a big wheel in the great machinery 
of production and distribution of wealth, and so helping the 
progress of mankind to a better state of mind and body. 
(P. 5.) 

H. Sanderson Furniss 


The Social Basis of Co-operation. By Prof. M. Tugan- 

Baranovsky. Published by the University oPShaniavsky. 

Under the above title a book was published in Moscow about 
the end of 1915 or the beginning of 1916, by Professor M. Tugan- 
Baranovsky, who is well known in Eussia as an economist. 
According to the author’s preface the book has a double purpose 
to serve : as a manual for university and other students who are 
interested in the subject of the co-operative movement, and at 
the same time to build up “ a general theory ” of this movement. 
The necessity for such a new book, especially as regards the 
“ general theory,” is explained by the author by the fact that 
“ in spite of the extraordinary number of books, pamphlets, and 
articles written on co-operation, there is rather little written from 
the scientific point of view.”^ 

“ In particular,” says he, “ neither in the Eussian language, 
nor in any other, is there a book which aims at giving a general 
theory of the co-operative movement in all its aspects and which 
might serve as a general course for students of co-operation. 

And I must acknowledge that what Professor T. Baranovsky 
has promised in his preface has been well fulfilled. He has given 
us a big volume of about 520 pages, fully stocked with facts, figures, 
and comments which make instructive and interesting reading 

for students as well as for “ theorists. 

If among his facts and arguments there is nothing new. 
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nothing whieh has not been said or was not known before by 
students and workers of the co-operative movement, the merits 
of the book are nevertheless great, as it comprises almost all the 
aspects of co-operative trade, and production, and the whole is 
penetrated throughout with one idea which is partly reflected in 
the title of the book. This idea may be formulated as follows r 
The character and the development of the co-operative movement 
depend on the economic status of the persons who join it. Pro- 
fessor Tugan-Baranovsky, using the old terminology inherited from 
Proudhon, Granier de Cassagnac, and chiefly from Marx, employs 
the word “ class for the designation of the economic status, and 
thus the co-operative movement becomes, accordingly, a class 
movement. Hence the prosperity and success of a co-operative 
society, as well as the forms of its activities, depend, it would 
seem, on the class to which its membership belongs, not on the 
devotion of the members to the principles of co-operation, on the 
idealistic yeatnings and aspirations of their leaders, nor even 
so much on the skill, practical knowledge, and honesty of their 
servants, but purely on class-consciousness, on the economical 
needs and economic advantages of the members. Thus, if the 
representatives of a certain class have formed a co-operative society 
which corresponds to their economic interests and does not meet 
a too great opposition from the opposite class or from the sur- 
rounding conditions, then the venture may prove successful, the 
society may grow, its turnover may increase, although, speaking 
generally,^ Professor Tugan-Baranovsky does not believe in the 
capacity of the co-operative movement to grow to such an extent 
as eventually to conquer capitalism. 

According to this class-theory. Professor T. Baranovsky divides 
the co-operative movement into three branches : the proletarians, 
the peasants, and the small traders* (or, as he calls it, “ small 
bourgeois ’*) co-operation. The “ proletarians,** that is, the wage- 
earning working class, have found societies of consumers most 
suitable to their economic .position. Credit societies, on the system 
of Kaifieisen loan banks and such forms of co-operation, which 
facilitate the selling of agricultural products ahd the buying or 
use of machinery, manure, seeds, etc., have proved to be more 
adaptable to the requirements and circumstances of the peasantry. 
And, lastly, the small trader and artisan, that is, the man who 
works not as a wage-earner but independently by the help of his 
own small capital or labour, find it more suitable to make use of 
co-operation in the form of credit . banks oxiginated by Schulze- 
ttelitzsch. Its is not that the peasants or the small capitalists 
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and artisans have not tried to build up co-operative ^cieties for 
distribution, or that the wage-earning classes did not try other 
forms of co-Qperation besides distribution ; but only that each 
class succeeded in such a form of co-operation as answered best 
its economic conditions, and not otherwise. 

Now it would be futile to deny the evident fact that the 
economic position of the person plays a very great part in his 
actions. There is practically no human action which by some 
stretch of logic cannot be reduced to economic causes. The co- 
operative movement is certainly no exception to this. But to 
call this movement a class movement, and to ascribe its failures 
and shortcomings, or its progress and successes, exclusively to the 
needs of a class of people, and to explain all its issues by the class 
theory is, to say the least, overstraining one's faculty of logic. 
Even Professor T. Baranovsky very often quite forgets about his 
class theory and in a most inconsistent way says things which 
even the “ Utopians of the co-operative movement who altogether 
denied the basis of “ class-war ** could easily repeat. Thus in 
discussing the difficulties of building up a successful co-operative 
society he asks : “ What then is it causes people not to give way 
to all these difficulties and to overcome them triumphantly?” 
“Evidently,” answers he, “only the interest in the- common 
cause, the social enthusiasm, without which successful co-opera- 
tion is impossible ” (p. 102). 

Speaking in particular of the distributive societies he says : 
“Although at present the organisation of a consumers'^ society 
does not require as much initiative and idealistic impulse as in 
the times of Eobert Owen, nevertheless, even now, without the 
moral element, the element of idealism, no success of a prole- 
tarian co-operative business is possible. Where then comes this 
enthusiasm from? It comes from the consciousness that the 
co-operative society serves not only the selfish aims of its mem- 
bers, but also fulfils some important purpose. Only high social 
aims are able to evoke enthusiasm. That is, the co-operative 
society of consumers can induce its members towards some sacri- 
fice only in the case when the society acquires in the eyes of its 
members some idealistic value. It is necessary that the members 
of the society should love it, and should look upon it as upon some- 
thing which is more sacred than one’s own interests. . . . Where 
there is no such group of men devoted to the cause of co-operation 
there can be no successful co-operative undertaking” (pp. 154-155). 

According to these quotations, taken from Professor T. 
Baranovsky’s own book, we have as much right to say that the 
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co-operative movement is an idealistic movement as to say that 
it is a class movement. It is true that there are some extreme 
Marxians-^and Professor T. Baranovsky seems to follow them — 
who assert that idealism by itself is a “ proletarian category/’ 
that is, that the “ proletarian class” is the only repository of high 
ideals, of great social and humanitarian aspirations. However, 
in war-time paper is too expensive to waste it on refuting such 
absurdities. Evidently people with such views on human feelings 
and on the unending struggle of the soul of mankind would call 
even Prometheus, the immortal god, who suffered for the human 
race, a “ proletarian,” and endow him with “ class consciousness,” 
and, I should say, Fuddha, who left his throne, parents, wife,, 
and only son, and went to live among the poor and wretched, 
would be counted by them among the representatives of “ class 
feeling.” 

Certainly, very much depends on what is meant by saying 
that the co-operative movement is a class movement. Professor 
T. Baranovsky seems to think that as the forms of co-operation 
and the progress and evolution of the movement depend on the 
class of persons who join it, therefore the movement is a class 
movement. He, for instance, finds that societies of consumers 
have beep especially successful among mill workers. The Roch- 
dale Pioneers have been mill workers. Co-operative stores are 
spreading more in the North of England, with its manufacturing, 
wage-earning working classes, than in the South of England, with 
its dominating agricultural and bourgeois population. And so on. 
And, accordingly, the store co-operative movement is a purely 
“ proletarian ” movement. ” Co-operative distribution,” says he, 
“ can be developed among all the three social classes, among which 
only is co-operation possible, that is, among the proletariat, 
peasantry, and small bourgeoisie. But its full development, co- 
operative distribution, can reach only among one social class, the 
proletariat, and then only in the towns” (p. 183). And the ex- 
planation of this is : because certain forms of co-operative dis- 
tribution mostly satisfy the needs and correspond to the circum- 
stancesi of the class of proletarian. But, if on account of this the 
co-operative movement is a class movement, then eyery little store 
of a private trader in some back street which by its commodities, 
prices, and so on is adapted to the needs, tastes, and economical 
circumstances of the surrounding poor population, is also a “ class 
movement,” and a ” proletarian” one, as distinct, as, say, from 
Harrod’s or liiberty’s, which ^pyide for t)ie rich. Here lies the 
*whole fallaej of calling the co-operative movement a class or 
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proletarian movement. If it is a proletarian movement, it is 
not on account of the fact that the membership of the co-operative 
societies belongs to the clasQ of proletarians, but because its 
ultimate purpose is more for the good of the poor than of the rich. 
Even if the co-operative societies were to consist of rich only 
and did not include the poor at all, it would still be a proletarian 
movement so long as co-operation implies the ideal of commonalty, 
of the good for all, of tl^e amelioration of the lot of the poor In 
this broad, idealistic sense Christianity in itself, and, for the 
matter of that, every other religion, is a proletarian movement. 
Even if the membership of the Established Church of England 
consisted only of big landowners and high ofiScial classes, this 
would have nothing to do with the teaching of Christianity, which 
is in essence “proletarian.” 

The question whether the co-operative movement is a class 
movement, and if so in what sense it is a class movement, is 
not only of theoretical importance, but has also a practical 
value. Take, for instance, the question of international co-opera- 
tion' One is astonished in reading through the 520 pages of 
.Professor T. Baranovsky’s book, not to find a line devoted to this 
most important aspect of the co-operative movemeftt. It is true 
that there is a small chapter with the heading “ International 
Alhance of the Proletarian Co-operation,” but the attention of the 
reader is drawn there, not to the international co-operative trade, 
nor to the aspect of future possibilities of such a trade, to its 
bearings on the development of the movement, to^ its relationship 
with the questions of peace and war, tariff reform, international 
brotherhood, and so on. No mention is made of this side of the 
question, and the few pages constituting the chapter are given 
up to the tale of the class quarrel which at the International Con- 
gress of 1904 at Budapest arose between the “ proletarian,” 
“ peasant,” and “ small bourgeoisie ” branches of German co- 
operators. 

Now such an omission in a book which pretends to be an all- 
comprising manual and a theoretical exposition of the co-operative 
movement can be explained only by a very crumpled, narrow, 
and one-sided view of the “ class theory.” Even admitting that 
^ the peasant co-operator has nothing to do with the mill workers’ 
co-operative undertakings, that each one works in his own in- 
terests, and the interests of these two classes, not to speak of the 
third class, the small bourgeois class, are opposed to each other, 
yet by sheer economic forces international co-operative trade is 
bound to become one of the moBt important features of the co- 

No. 112— vox- xxym. 


a Q 



438 


T9B X60K01II0 J01TBKAI. 




operative movement. The co-operative societies oi each country 
will in the nature of economic evolution, with the increase of their 
trade and membership, enter into trading relations, and it wants 
only the stimulus of idealism, the guiding spMt of human brother- 
hood, and the proper understanding of what co-operation really 
means, to make international co-operation a real force in inter- 
national relations. 

Semen Rapopobt 


Die Wirtschaftsentwicklung der Karolingereeit vomehmlich in 

Deutschland. By Alfons Dopsch. Two volumes. 

(Weimar : Hermann Bohlaus Nachfolger. 1912 and 1913. 

Pp. X + 373 and viii -l- 364. M. 18.) 

Pastly because of its position at the portals of the age of 
Feudalism, and partly because of the remarkably large share which 
has fallen to its lot in the very uneven distribution of source 
material, the Carolingian Empire has been depicted as possessing 
an unusually clearly defined civilisation, so that its institutions 
furnish a welcome basis and starting point for the investigator 
of those of the ensuing Feudal Ages. The dominating personality 
of Charlemagne, whose genius for organisation is revealed in so 
many capitularies, has created the conception that the civilisation 
of this age is largely the product of his legislation. Not only 
have the institutions of his Empire been shown to have been the 
product ‘of Charlemagne’s genius, but likewise the economic life 
has been represented, by such writers as v. Inama-Stemegg, as 
having virtually been created by a piece of legislation : the Capi- 
tulare de Villis, a law which was used to throw an additional lustre 
on the ruler of Western Christendom, the mighty conqueror, who 
nevertheless, to quote a French historian, ne didaigne pas d’en- 
^rer dans les details d’ apiculture, a conception that shows a rather 
remarkable similarity to the witty satire of Bishop Theodulf of 
Orleans when he says ; — 

In medio David scejptro regit omnia, largaa 
Disponens epulas, Mdine pamfico. 

This hitherto generally accepted theory thal the Carolingian 
ecouomtc system represented the economic reorgmusation of 
' Western Europe after the chaotic times of the Great Migratioiis, 
in general, on the basis of agriculture on a large scale with the 
. ** villa*' as, oKgan of collection and distnbntion, has suddenly 
received a Ithde shock at the hand oi a Viennese schcdar, Alhms 
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Dopsch, who after working as an associate of Miihlbacher in the 
editing of Caisolingian diplomata, and later turning to the Austrian 
urbaria, in his Wirtschaftsentwicklung der Karolingerzeit, has 
taken up the econor^ problems of that age. That which gives 
the book its peculiar character is the fact that Dopsch is a diplo- 
matist, and not an economist, and that while he cares nothing 
for economic laws and theories, there is Rttle which the sources 
can hide from him. The older school of economists supported 
their theories with the facts offered by the sources, which theories 
not infrequently influenced the interpretations. Dopsch, on the 
other hand, starts, as it were, from the other end, and investigates 
the sources as such, in the light of other material of the time, 
and presents them with all accompanying circumstances, which 
only too often prove that the meaning of a certain passage is 
entirely different from that which it seemed to have on the surface, 
and which the economists had given to it. A specific instance 
will make this more clear. Inama-Sternegg, in search of a reason 
to explain the change of economic conditions which took place 
during the Carolingian epoch, found the Capitulare de Villis, a 
piece of legislation which fitted the situation excellently, and 
hence used it to show how this change was brought aWit. Dopsch, 
on the other hand, as will be shown later, analysed the capitulary 
from every possible angle, compared it with chronicles, records 
of synods and church councils, and every other available bit of 
material, and reached the conclusion that it is a mere local regula- 
tion for one manor. The result is, that the Capitulare can no 
longer serve as the basis for the economic conception of its time. 
Dopsch does not investigate the soundness of the economic 
theories, and he does not try to present any of bis own, except 
to a very limited extent. What he does is to investigate the foun- 
dations upon which the theories are based, to investigate the 
sources, and to find, repeatedly, that they really mean something 
entirely different from what had previously been assumed. Thus 
a very large part of the foundations on which the system had been 
constructed are demolished, and the whole superstructure is left 
by Dopsch to fall in ruins, as the conclusions drawn from the 
sources axe of no further concern to him. 

In the introduction to the first volume, Dopsch himself says 
that it is not his intention to write a new book on the Carolingian 
economic conditions, and the great revolution of conceptions due 
to the altered interpretation of sources which might be caused 
thereby is virtually disregarded. This re-examination of sources 
naturally brings Dopsch into frequent conflict with the results 
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of the. studies of Inama-Stemegg, Maurer, and other economists,. 
whi(di factOT gives the book the character of a polemical ccw-'" 
mentary on the book of Inama-Stemegg.^ But, on the other 
band, wherever in his analysis Dopsch finds that one of these 
economists has reached the same conclusions as he himself, their 
interpretations are accepted without further proof, which practice 
undoubtedly constitutes a weak point of the book. 

Of the actual conclusions reached by Dopsch, the most bril- 
liant is undoubtedly the proof that the Capitulare de Villis is not 
a Carolingian law, but a local set of instructions, and it might not 
be out of place to show the methods by which Dopsch reaches some 
of his conclusions in this connection. 

By a careful analysis of the provisions of this capitulary Dopsch 
finds that many of the chapters (such as, for instance, the one 
concerning fish ponds) enjoin the remedy of abuses which have 
cre]iit in, and order the return to former conditions, which deprives 
the Capitulare of its character of a piece of constructive legisla- 
tion. In the second place, Dopsch shows that the Capitulare was 
not issued by Charlemagne at all, which is evidenced to some ex- 
tent by the fact that it is not included in any of the contemporary 
collections of capitularies. A number of provisions, such as the 
personal report of the judex, the personal appeal of the servus, 
point to the fact that the Capitulare is applicable to a limited 
area only, and to determine where this is located, Dopsch uses 
the famous catalogue of plants. It has been noticed that a number 
of these plants are characteristic of a mild climate, and, using 
the law of probability, Dopsch assumes that they grew in the 
Southern region, rather than taking the usually accepted expla- 
nation of this passage, namely, that this is an indication of an 
attempt of Charlemagne to grow almonds and oranges at Aachen. 
Dopsch therefore localises the Capitulare in Southern France, 
where all of the trees would naturally grow, and he finds that 
those plants which have most obstinately eluded identification 
by the historian and the botanist, are native of this area. The 
mention of wolves which had led some to localise the Capitulare 
in the Ardeimes, agrees with a passage in the Annals of St. Bertin 
concerning the frequency of wolves in Aquitania. If we remember 
that Louis the Pious was King of Aquitania from 781 on, he 
and Irllii^gard are the only, pwsons to whmn the tildes of Bex and 
Bs^ha cmi^ nj^y, ^ latter title espedaUy one that has caused 
much trouble, and given rise to very a>mplioated conjectures. The 
conjeotnre^^ Dopsch agrees m^ remarkably wBh passages from 
1 Dtutscht Wirt9ch4i^fUii^ckkhtt,\ I. 
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the chronicles, Especially those which refer to the inventions of 
Louis in the. art of war, references to which we also find in the 
Capitulare. 

Closely connected with this Capitulare is the Breviiim Exem- 
pla, which Dopsch shows to be merely a copy of the accounts of 
the monastery of Aniane, the centre of monastic reforms 
emanating from Louis, to which copy had been added similar 
material for Augsburg and Staff elsee. These arguments concern- 
ing the two documents are clinched by a brilliant piece of source 
history, in which Dopsch shows that the only surviving manu- 
script of the Capitulare de Villis and the Brevium Exempla, now 
in Wolfenbiittel, were brought there by the humanist Flaccus 
from Eeichenau- Its catalogue, dating from the ninth century, 
mentions a book which can be only the Wolfenbiittel manuscript. 
The two documents were brought to Eeichenau from Aniane by 
Tatto, later Abbot of Kempten, who was at Aniane in 817, and 
who, as we know from the studies of Patetta, was greatly in- 
terested in agricultural administration. 

At this point, however, Dopsch stops, and while the Capitu- 
lare de Villis and the Brevium Exempla must now be regarded 
in an entirely different light, we are not told how this altered 
state of affairs has changed the deductions formerly drawn from 
these sources. There is here a field for much further work, and 
already Sander in his article Ueber die Wirtschaftsevtwick- 
lung der Karolmgerzeit ^ has tried to show that the discoveries 
of Dopsch have virtually no effect on the views hitherto held con- 
cerning Carolingian economics, as he claims that the Capitulare 
de Villis is “ ajfcypical example of the spirit of the administration 
of Charlemagne himself,” a view with which I cannot agree, 
among other reasons because Sander does not seem to realise 
fully the importance of Eoman survivals in Southern France. 

Among other results of the investigations of Dopsch, mention 
must be made of the altered interpretation of the monastic char- 
tularies covering donations, which are shown to be abbreviated 
forms of precaria, or merely records of exchanges, interpretations 
which tend to disprove the view hitherto held of the predominance 
of ecclesiastical ownership of land. The ‘‘ Hufe is shown to 
have been of variable size, and an administrative unit, not a 
measure of area. By a somewhat peculiar course of argumenta- 
tion the existence of the “Markgenossenschaft ” is proved. In 
the second volume Dopsch adduces a considerable mass of 

1 Sehmollere /ahrbuch fUr G^setzgehmg, Verwdtnng, etc. 37 Jahrgang, 
1913, pp. 383-408. 
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material, together with new interpretations of old material, to ' 
prove that the current idea of a purely agricultural civilisation is 
incorrect. Many points are introduced to show that commerce, in- 
dustry, and even finance played a considerable rdle in the Carol- 
ingian age. The great difference of values between the Lex Salica 
and the Lex Bipuaria is shown to be due, not to a reduction of the 
wergeld, but rather to a change of values, a sort of price-revolution ; 
arguments for this are supported by passages from every conceiv- 
able source, as well as by the results of numismatic^nds. 

Thus, on the whole, the book represents a new phase of 
economic history — the re-examination of the sources along the 
lines of historical source criticism. While undoubtedly many of 
the statements made by Dopsch will in time be altered, he has 
paved the way for an entirely new conception of Carolingian 
economic conditions, and it is greatly to his credit that he is aware 
of his limitations, and does not attempt to recast the economic 
part. While the book undoubtedly has its shortcomings, they are 
those characteristic of the pioneer, and should not detract from its 
real value. To be sure Dopsch’s book cannot be used alone, with- 
out that of Inama-Sternegg, as it fails to give a sufiiciently definite 
picture, yet no historian is justified in disregarding the very im- 
portant discoveries which are here presented. 

Hilmae H. Wbbeb 


Finance and Trade under Edward III. By Members of the His- 
tory School. Edited by G. Unwin. Manchester : 1918. 
Price 15«. net. * 

This volume deals with the fiscal aspects of Edward III.’s reign. 
It contains five essays written by students of Manchester Univer- 
sity : The London Lay Subsidy of 1332 (M. Curtis) ; The Societies 
of the Bardi and the Peruzzi (E. Bussell) ; The Taxation of Wool, 
1327-48 (P. B. Barnes) ; The Wine Tr^e with Gascony (F. 
Sergeant); and Calais under Edward 111. (D. Greaves). The 
editor, Prof. Unwin, contributes an introducticHi, articles on Social 
Evolution in Medieeval London, and on London Tradesmen and 
^Thfir pr editors, and a 4etailed study of The Estate of Merchants, 
1336-45. The hook serves to show that Manchester University 
is alive ta the ifl|portance of tnaning bmksry graduates to do 
fsaich History; and in this respect an example is 

sH to which is not unueeded. 

s In bis iniiodnction Prof. Unwin combats the view that Edward 
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III. pursued a, “definite economic policy.” He considers that 
the famous statute of 1337 which forbade the exportation of wool 
and the importation of cloth, and encouraged the settlement of 
alien weavers, enjoys “an altogether undue jarominence in English 
industrial history.” It does not indicate “a far-sighted policy of 
fostering native industry ” (p. 187) : — 

Edward was ‘‘organising a monopoly in the exportation of wool, which was 
meant to serve both his fiscal and diplomatic objects ; and a temporary prohibition 
on the exportation was an essential part of the scheme. The prohibition on 
Flemish cloth •nd the invitation to Flemish cloth-workers were meant to 
intensify the diplomatic pressure on Flanders, whilst they might serve to 
mitigate English objections to restrictions on the exportation of wool ” 
(p. xix). 

This interpretation of the Act of 1337 appears to be one-sided. 
As early as 1331 Edward III., pursuing a policy contemplated 
by his predecessors for nearly a century, was seeking to introduce 
alien weavers into this country. His father, at the end of his 
reign, had definitely planned the settlement of foreign artisans, 
and his scheme was evidently something more than a “device,” 
for the Flemings and Brabanters hastened to buy up teasels, 
fuller’s earth, and other commodities in order to prevent a native 
cloth manufacture. Edward II. ’s design was interrupted by his 
death, but his successor resumed it at the first opportunity. In 
1331 he gave letters of protection to John Kempe and his ser- 
vants, and at the same time offered similar letters to all foreign 
workers of cloth. The Statute of 1337, therefore, only embodied 
in a parliamefitary enactment a policy already set on foot six 
years before. As a result of the Act numerous letters of safe 
conduct were issued, an unmistakable proof that the invitation to 
Flemish cloth workers was seriously meant. Taken in conjunction 
with earlier manifestations of industrial policy the Act^ of 1337 
can hardly be regarded as nothing but “a fiscal and diplomatic 
device,” although the possibility of turning the Act to fiscal and 
diplomatic advantage was doubtless not absent from the king’s 
mind. 

The of plenty with which Edward III. has been credited 
is considered by Prof. Unwin to be hypothetical. He gives the 
credit of the “free-trade” enactments of the reign, not to the 
king, but to Parliament : — 

“The ‘free-trade’ enactment of Edward III.’s reign were carried in 
response to urgent petitions of the Commone,’* 

To regard Acts of Parliament as necessarily an “expression of 
parliamentairy opinion ** is^ however, an assumption hardly more 
tenable than to regard them as a “sure indication of royal policy,” 
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which Prof. Unwin rightly deprecates. In the fourteenth cen- 
tury it was a well-known device on the part of the Crown to induce ' 
members of Parliament to present petitions praying the king to 
fellow the very line of action favoured by royal policy ; and these 
petitions were promptly turned into statutes on the pretext that 
they were an “expression of parliamentary opinion.” On, tvfo«: 
ocraisions, at least, in the reign of Edward III., the Common|« 
made fruitless protests against the practice. It is true that 
Edward III.’s “free trade” statutes were short-ljyed, but this 
was' due not to the “administrative and fiscal action of the king,” 
but to the inveterate hostility of London, which always managed 
to extort from the king a charter nullifying any Act “made ” (as. 
they phrased it) “.to the hurt of the liberties and customs of the 
city.” It w scarcely credible that fourteenth-century Parliaments, 
in which the burgher class was so numerously represented, should 
really have advocated measures throwing open to aliens the in- 
ternal trade' of the country, and thereby undermining the whole 
basis of monopoly and privilege upon which civic life in the Middle 
Ages was built up. Stronger evidence is required to prove that 
mediaeval Parliaments were so far ahead of the fundamental prin- 
ciples of mediaeval town economy as is implied by this theory. 

Certain points of detail call for comment. The computation 
that the total lay population of London amounted to 16,360 (p. 44) 
appears to make insufficient allowance fm: the number of appren- 
tices, joqmeymen, retainers, and general “hangers-on.” The 
statement (p. 61) that “as in other mediaeval cities, the members 
of the same trade were gathered together in one district ” heeds 
qualification. Trade was not localised in all mediaeval cities. It 
is misleading to speak of the custom of i mark on thq^ 8*®^ ot 
wool as “ voted . by Parliament ” (p. 137). It was a mtlamary, 
not a parliamentauy tax, although Parliament ratified it in 1275. 
The increased rate of the subsidy in 1341 is inwaarectly given as 
20s. (p. 163). On p. 210 Prtrf. Unwin writes: “During the 
revolution with which the reign opened the foreign staple estab- 
lished in 1312 had been abolished.” The foreign staple was in 
existence before 1812 ; it was ihade a compulsory staple in 1313 ; 
and vris displaced by the home staples in 1326 prior to the 
“revolution ” which brou^t Edward III. to the throne. It is 
difficult to 'with the editor’s suggestion that the clause in 
,the fa^nons On&ian<» of 1363 prohibiting native merchants from 
expmting wod WM su^torted “by the ma|ority of native traders 
as a neo^^aary aiti^ard mi th<| freedmn of tia^ ” (p. 232). The 
"reason isui?el|r tiraia to emopel fcaeign traders to come airf buy 
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their wool in England, and when the home staples proved a failure 
owing to the abstention of the foreign merchants the prohibition 
was withdrawn. If native traders were responsible for the ex- 
clusion of native exporters of wool in 1363, we may fairly ask 
whether they were also responsible for the exclusion of native 
■ :4mporters of wine in 1365. 

E. Lipson 


The Development of the British West Indies, 1700-1763. By 

F. W. Pitman, Ph.D. (Newhaven : Yale University Press. 

Oxford : University Press. 1917.) 

It is difficult at the present day to realise -that there was a 
time when British trade with the West Indies was of more im- 
portance than that with India ; and when it might reasonably be 
contended that Guadeloupe was a more valuable possession than 
Canada. But even at the time of its zenith there was something 
unwholesome and artificial about West Indian prosperity, as is 
made manifest by Dr. Pitman’s very learned and valuable volume. 
The predominance of sugar involved both the decay of the smafi 
proprietor and the substitution of slave labour for that of indentured 
whites. But the existence of large properties encouraged the evils 
of absenteeism, with the result that a powerful West India interest 
in London might succeed in bringing about measures that were 
very far from being beneficial to the Empire as a whole. Dr. 
Pitman lays stress on the disproportion in area and population 
between the British Colonies in the temperate and those in the 
tropical zon^Bs as complementary trade areas. Economic equili- 
brium could only be got by the recognition of the, trade between 
the English Continental Colonies and the French islands. But 
such recognition was against the economic beliefs of the age; 
whilst the absentee proprietors set their face even against the ex- 
tension of the area under sugar in the British islands. There 
seems ground for the allegation “ that the sugar planters in 
Jamaica found their interest much more in importing small than 
large quantities of sugar into Great Britain.” When a Bill to 
secure the peopling of Jamaica with white settlers and the cul- 
tivation of its lands was introduced into Parliament, the West 
IndiA interest was strong enough to secure its rejection. The 
same sinister influence was brought to bear against the retention 
of Guadeloupe at the time of the Peace of Paris. Guadeloupe, 
a contemporary pamphleteer wrote, “ one of the greatest acquisi- 
tions Britain ever made, acquires many powerful enemies from 
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private views, and has nothing to plead but her public utility, 
advantage often found too feeble an oj^nent to the private ia- * 
terests of a few.” Acccarding to Dr. Ktman, “ the arguments 
presented to Pitt in 1760 for the acquisition of Guadeloupe w&ce 
unanswerable. From the standpoint of the British public it is 
difficult to understand how Canada could in any sense be regarded 
as of equal value with the sugar islands.” Be this as it may, we 
must recognise that “ the Peace of Paris marked a momentous 
crisis in the history of the Empire. Through it the planting in- 
terest (»me triumphant. Its position and monopoly were prac- 
tically undisturbed ; Great Britain and America were still exposed 
to exploitation by an interest whose aims were well understood. 

. . . The West India planting interest had laid substantial foun- 
dations in the nature of economic life for that great discontent 
which culminated in the American Bevolution.” 

H. E. Egebton 


Trade and Navigation between Spain and the Indies. By C. H. 
Haring, PB.D. (Harvard University Press, Cambridge, 
Mass. 1918.) 

It can safely be asserted that no English-speaking author 
has ever approached the subject of the Spanish-American trade 
and navigation of the sixteenth and seventeenth centuries with 
a more complete knowledge of the original authorities than that 
possessed by Mr. Haring. His weak point is that he does not 
allow sufficiently for the ignorance of his readers, -and inflicts 
upon them long passages in Spemish which not one in ten will be 
able to understand. 

It would, seem that, at first, the intention was to follow the 
Portuguese model in making the colonial trade, as far as possible, 
a Royal monopoly ; but the circumstances in Spanish- America were 
so different as to make such a policy impossible. The Gaea de 
(kmtratacidn started under favourable auspices, and in many ways 
s^q^hed a i^l want; but “it was .unfmitunat| tiiat ^ hoipheBt 
admintirtFative posts in ao oil and. Worthy -an institutkm as the 
India House dbodld suffer the bli^t which attacked all Spanish 
administrationa under the Philips, i.e., the sale and purdmse of 
Goy^pneat criiSMseB.” Moiwver, its personnel seems to have 
asmim^ proportions unwarranted by any oorresponding increase 
in the volume of business teansi^ted. ' 

" Mr. has much of interest to say regarding the averia, 
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or contribution to defray the expenses of the convoys, maintained 
for the defence of the Indian navigation. The rate in 1563-4 
was as low asl per cent. ; but .with the growth of French and, after- 
wards, English privateering, it tended to increase. In 1596 it had 
already risen to 7 per cent.” In effect, those who obeyed the law 
were penalised ; and the result was that it drove merchants to seek 
new means of fraud, new avenues of escape from an intolerable 
situation.” The other duties imposed varied greatly from time to 
time ; but the general picture obtained is one of irregularity and 
uncertainty, caused |»y the slackness and the venality of the 
Spanish officials. 

Mr. Haring is a little sceptical with regard to the common 
assertion that the depopulation of Spain under the Hapsburgs was 
due to the superior attractions of the American continent. Un- 
doubtedly for many years it was difficult to obtain emigrants ; and 
the rule against infidels and heretics remained always a formidable 
obstacle. 

Meanwhile, as. was inevitable, the contraband trade greatly 
flourished. “ Under the later Hapsburgs, with the increasing de- 
mands of the colonies on the one hand, and the utter ruin of 
Spanish industries on the other, the dependence of the Seville 
export commerce upon foreign manufactures was complete. They 
supplied five-sixths of the cargoes of the outbound fleets.” More- 
over, the arm of the French was too strong to allow the Spanish 
Power to enforce its own laws ; and the undeveloped region of the 
Rio de la Plata became the happy hunting ground of the inter- 
loper ; whilst the presence of the French, the English, and the 
Dutch in the West Indies must, in any case, have interfered with 
the Spanish monopoly. 

Not was Spain logical or consistent even in her assertion of 
monopoly. “ Spanish policy towards colonial industries lacked 
the clearly defined outlines ” of the mercantile system. It was 
merely " opportunist.” “As it was, restrictions and prohibitions 
proved to be of little avail, and the system of great armed fleets 
and single ports of call in the end a failure. 

Even her miperal resources did not in the long run great y 
profit Spain. Not being to any extent a producing or manufac- 
turing country, she became merely the distributor of the precious 


metals to the rest of Europe. 

The second part of the volume deals no less thoroughly with the 
subject of navigation ; but limits of space forbid further com- 

H. E. Bqeeton 
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Land and Labour in a Deccan Village. By Haeold H. Maks,'" 

D.So. (London and Bombay : Oxford University Press. 

177 pp.) 

This volume is an example of a kind of economic study 
which, it may be hoped, will become increaangly popular in 
India. In a recent number of the JoubnaIi a monograph of the 
same type on a district in Eastern Bengal was reviewed. The 
present pamphlet deals on similar lines with a village in the 
Western Deccan. No greater contrast of pgricultural conditions 
including soil, rainfall, crops, and people could be imagined than 
is presented by these two cases. Dependence on rain is commoh 
to both, but in the one the fall is abundant and the crops secure, 
in the other it is very capricious, and in many 6elds winter crops 
sometimes cannot be sown at all, or, if sown, fail to mature. In 
both tillage does not require the toil necessary in irrigated tracts, 
and, once his crops are sown and started, the farmer can turn 
his attention to other means of livelihood. 

An interesting feature is that both inquiries were conducted 
by Indians, guided in the one case by an English Civil Servant, 
and in the other by Mr. Mann, Principal of the Po<»ia Agricul- 
tural College. There is no doubt a tendency in the Hindu mind 
to spend its energies on vague speculation rather than on the 
investigation of concrete facts, and it must be admitted that. our 
educational schemes have often failed to direct the steps of Indian 
students into more fruitful paths. But the young men who 
collaborated in the economic survey of Pimpla Saudagar present 
their facts exactly as they found them, and show an almost ex- 
aggerated reluctance to discuss remedies. The necessity of em- 
plo 3 ring men attached to the Poona College involve the selection 
of a village near Poima and Kirkee. Pimpla, however typical 
as regards sdl, etc., of the agricultural conditions of the Western 
Deccan, must have had its economic life greatly affected by the 
opportunity of earning money in ways wholly unconnected with 
farming. The figures given on pag®s 114 and 137 show that the 
income from land is less than that obtained from other sources. 

Pimpla Sauds^r has an w:ea of 1,066 awes and a population 
of 666 distributed among 111 familks, or only five pwswis per 
family. Unfartenately the growth of population has not been 
traced with the help of the Censua returns, ft is, therefwe, im- 
posrible.to say whethefir prpBMire on the soil is increasing. It 
seems htodly Kkely that thi^il ^he case in view of the increase 
'of opporturitees of earning money outside the village. The 
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nunib6r of childron is so sm&ll thftt the 3«uihors are probably 
ri^ht in thinking that the population has reached a stationary 
condition. It would have been interesting to know whether the 
birthrate is, low, or whether, as is usual in India, the effect of a 
high birthrate is nullified by great mortality among infants. The 
table of crops on page 67 would be much more useful if figures 
had been excerpted for quinquennial periods. Unless this is done 
the making of deductions is very hazardous in the case of insecure 
unirrigated tracts, where harvests vary enormously with the 
seasons. To give a single example, 285 acres were sown with 
wheat and grain in 1905-06, and 42 in 1913-14. Information as 
to the rents paid for different classes of land should have been 
given. 

To-day the chief matters of economic interest in rural 
India are the possibility of increasing production, the extent of 
morcellement, debt, and land transfer, and the means of com- 
bating these evils. The authors evidently think the character of 
the farming in Pimpla is declining and notice the drop in the 
wheat area. Morcellement, with the resulting numerous petty 
holdings consisting of small scattered fields, is unfavourable to 
any cereal requiring careful tillage. The guess may be hazarded 
that the diversion of energy to wage-earning outside the village 
may have the same effect. The worst features of the farming are 
the use of poor seed and failure to apply simple cures to pests. 
With Poona College in the neighbourhood the people have 
remedies within their reach. 

Morcellement has received careful study. One cannot help 
thinkingy however, that there is some flav7 in the deductions 
drawn from the statistics of selected years, beginning with 1771, 
when there were 19 holdings averaging 40 acres each, and ending 
with 1914, when there were 100 or more, half of which appear to 
be under five acres. It seems pretty clear that the earlier holdings 
were to, a far larger extent than the later ones joint family hold- 
ings. The tendency is to break these up into individual holdings. 
A favourite way of effecting this is to split up individual fields 
with the result that each shareholder receives small plots scattered 
over the village area. In Pimpla 65 per cent, of the fields are less 
than one and 22 per cent, less than half an acre. The remedy 
of restripement, which has been adopted in some parts of Europe, 
h^ not penetrated to India. The revenue law makes elaborate 
provisions for partition, but none for consolidation. 

The amount of the debts owed by 103 out of 111 resident 
families is stated. The figures are robbed of much of their signi- 
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because the authors thought it was impossible to a^ceriaiu 
the Mstcwry of the^ growth of debt. Why this should be the case, 
is not apparent. , The total is not very large, but the burden |s‘^ 
heavy because of the high rate of in tereat* which averages 14 per 
cent, in the case of debts secured on lan^ and 24 per cent, when 
advances are made on personal security. The. mortgaged areji. is 
not large ^ but part of it is hypothecated under the ruinous system 
of conditional sale. In some parts of India drastic restrictions 
have been put on transfers of agricultural land. In the Punjab, 
where they have been longest in force, none of the economic evils 
which were predicted have made their appearance. 

The circumstances of 103 out of 111 resident families seem to 
have been examined. Their income, mainly derived from wagea, 
worked out at Es.218 per family, and the same sum is estimated 
as the amount necessary to maintain a family in decent comfort. 
This is equivalent to Es.44 per head, per annum, or, say,^ two 
pence per diem. The, wage rate for work outside the village is 
put at sixpence per diem. On these figures there is no surplus 
for paying interest on loans. From an examination of the case 
family by family the disheartening conclusion is drawn that, while 
25 persons have an average income of Es.77 per head and 137 
persons one of E8.62, the remaining 352 are insolvent, having 
only an average income of Es.32, which is much below the sum 
required for food and clothing, let alone payment of interest on 
debt. One would like to know whether the families concerned 
showed any signs of physical deterioration as the result of' the 
abject poverty in which they are supposed to live. If not, in the 
absence of proof of a rapid increase of debt, one is inclined to 
suspect some flaw in the calculations. The experience of officers 
who assess land revenue in India shows that it is exceedingly 
difficult to ascertain the income derived from land. Where kind 
rents prevail the estimates are in the case of insecure dry tracts 
especially unreliable. To base the estimate on the crop returns 
of a single year, as the authors seem to have done, is fatal. The 
average crop areas of 10, or, still better, 15 years should be 
taken. Even when trustworthy areas are obtained, the estimates 
of crop yields per acre are largely hypothetical, and there is much 
difficulty in determining fair average prices. The figures on 
pages 114 and 187 are based on the exceptionally low area of the 
year 1916-16, which was possibly 20 per pent, under a true 
average. In mj case, as oier 60 per cent, of the ipcoxne w^s 
derived from sQmcm c^r tl^n the land, the root ci the troublp 
may really be insufficient inda^rial wag*. 
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It is to be hoped that the Poona College will make similar 
‘surveys of some purely agricultural villages, and deal later with 
a whole subdivision of the Poona district. The district gazetteers 
describe more or less fu^ the economic conditions of rural tracts. 
But the information Wnich they contain requires to be supple- 
meated by special surveys, and in carrying them out the agri- 
cultural colleges can fulfil a very useful role. 

J. M. Douie 


Do You Pay Excess Profits Duty By T. Frame Miller, F.C. A. 

(London : A, W. Shaw and Co. 1918. Pp. 84. Price Is. 

net.) 

This pamphlet consists of articles reprinted from the maga- 
zine, System, and gives a clear exposition of the working of the 
Finance Acts governing the Excess Profits Duty. The relative 
portions of these Acts are quoted in an appendix, and a number of 
detailed examples are given to show the working of the regulations. 
It probably would require a panel of surveyors of taxes to sit in 
judgment on these cases, but so far as can be seen they are very 
fairly chosen. With unusual praise of parliamentary effort the 
author says : “ After some experience of the working of the Act 
it has been amended so as to meet, as far as human ingenuity can, 
every case of hardship.” 

The sting of the pamphlet is, however, in the preface, where 
the present system of levy is denounced as one “ which offers a 
premium to wasteful administration and inefficiency.” Had Mr. 
Bonar Law, says the author, “ increased the duty to 100 per cent, 
of all excess profits and given business people a substantial rebate 
in all excess profits attributable to economies effected in adminis- 
tration and manufacture, he would have so stimulated the adoption 
in this country of scientific methods of production and factory 
costing that we should have been in a much better position, in 
this respect, to face competition when the war is over than we were 
in the early days of 1914.” Mr. Miller, in the second para- 
graph of his pamphlet, indicates the need for liquid capital at 
command ” to enable business men to face the post-war position. 
They are now sure of 20 per cent, of their excess profits towards 
this fund and if they can achieve economies in production they 
also retain ^ per cent, of the resultant profit. Of this they are 
certain, but Mr. Miller ’would make them first surrender all their 
excess profits and then accumuhtte their fighting fund from a 
“ substantial rebate” on profits due to economies. The outlook 
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would not appear attractive at a time when all costs were going 
up by leaps and bounds, and when in the end genuine economies 
might still be swamped in extra costs beyond all hope of proving 
their existence. Take the case analysed on pages 20-21, where 
the excess profits are assessed at d07,59O of which £1,518 falls to 
the firm ; if they get the same sum as the result of economies on 
Mr. Miller’s plan, it would mean that even if all the economies 
were freed from duty the trade expenses of £11,500 were 12 per 
cent, below the pre-war level. It looks too much of a gamble 
to expect such a reduction with rising costs. 

What is true in Mr. Miller’s criticism is that careless manu- 
facturers or merchants faced by an increased charge may say : 
“ What does it matter? The Government would take 80 per 
cent, of the profit anyway.” To this there is no answer except 
to commend to such ** business men ” an old adage about taking 
care of the pence. After all, with a flat rate of tax one does not 
lose by having a high taxable income. 

Henby W. Macrosty 


La Disfatta del Socialismo, by Agostino Lanzillo. (Librerla 
della Voce, Firenze, 1918.) 

The author is a syndicalist of the School of Sorel. In his 
view the economic Kingdom of Heaven must suffer violence and 
the violent must take it by force. He is at the same time an 
ardent patriot, and as an economist a free trader. In his view 
the bankruptcy of Capitalism became inevitable when it gave up 
the full gospel of classical political economy and accepted pro- 
tection and State interference, while Socialism sighed its own 
death warrant when it consented to pursue its aims by constitu- 
tional means, and so became a political party like any other. 
Failure to remodel the social structure by. revolution, and the 
fact that Prussianism, intent on world power, bought the support 
of the German Socialists by the offer of infinite Industrial pros- 
perity, made the war inevitable. A new Society, differing pro- 
foundly from the old in moral ideals and political and economic 
constitution, will emerge. A warlike and energetic type of 
character has been evolved, and nationalism has killed inter- 
nationalism as a force to be reckoned with. Government will 
continue to be based m p^olar will, but parliamentary demo- 
cracy has shown its impotent to prodnce men of action capable 
either of conducting the war or of dealing with the urgent prob- 
lems of i the future, when policy must be based# not on foolish 
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drBQiiiis of univorsa^l p6d»c^ but ou tbo cortaiuty of & Gonusbn war 
of reyonge; No suddon and complete change in the eocial strac- 
ture is to expected. But the failure of Socialism baa cleared 
the way for S3mdicalism, which inherits all. that is vital in its 
doctrines. The organisation of the industrial and agricultural 
workers in syndicates will enable them to take full advantage of 
circumstances, whether the future development is in the direction 
of State Socialism or of freedom of trade and competition, 
will be the duty of the syndicates to boycott parliame^, and 
reduce it to impotence. The author's ideal involves the placing 
of power in the hands of a small body of strong men. The mass 
of the proletariat is lacking in the intelligence and courage ilaqui- 
site for the task of government, and is destined to be “raw mate- 
rial Ih the hands of those who know, understand, see, and will.” 

J. M. Dotjie 
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NOTES AND MEMOEANDA 


The Eice Industry of Japan. 

Eicb is the staple crop of Japanese agriculture. It is the 
"national food of the people of Japan, and is widely cultivated 
throughout the length and breadth of the country. Without rice 
Japanese agriculture can hardly be said to exist. The crop 
returns of rice are eagerly studied by the financiers of the grain 
market, for its price regulates the prices of all the other neces- 
saries of life. The rice market is very sensitive to weather con- 
ditions, especially at the ripening season. •Storms often upset the 
financial market, while dry weather is the source of economic 
disturbances in the rural communities. The paddy fields are 
watered from rivers and irrigation canals, and are protected 
against inundation and floods by means of embankments and 
sluice gates. Hydraulic engineering also plays no small part in 
the success of rice culture. Agriculturists are making their best 
efforts to increase the average yield of the paddy fields. Experi- 
ments are constantly being made from the agricultural as well as 
chemical standpoint to determine what varieties arn best and 
give the largest yield. The principles of the new genetic science 
are being applied to rice culture^ experiments e^)ecially in the 

search for early varieties suitable to northern Japan. The in- 

crease of yield, however, has kept pace with the increase of 
population. But imports fypm Indo-China and elsewhere 
make up the national deficiency. In good years the price fells 
so low that the country feels a kind of agricuittiral dofression such 
as is felt at times in j^glemd and other countries. At such times 
adjustin| the of rice Imc^s an important a^arian pmw* 
iion^ Bide granaries are in demand in the districts in whicb 
to'itore until the price up. Agricultmfal 

to in w&m to aH po* 

m on a ^aU seafe 

Miners'' ^ of them feed 

to.isubwst on ^ ^ ^ ^ . I rice. Htoecay 

' dtei "iie years ago, ric^ 
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culture hBS been handed down from generation to generation 
the most ihajportant agricultural occupation of the country. The^ 
future welf 9(1^6 and strength of Japan, not to speak of advancement 
in civilisation, depend much upjn how the question of rice culture 
is solved. If the present system continues the rur§l population 
will never get beyond the horizon of a small-scale rice culture 
and a poor standard of living. 

Hice was the chief agricultural product at the beginning of 
Japanese authentic history. History leaves us no account of 
the people being engaged in any other occupation than that of 
agriculture. The ancestors of the Japanese people must have 
already passed the nomadic stage of life before they settled in 
their adopted island country. The economic life of the people 
began with the cultivation of rice. When the paddy fields yielded 
abundant crops of rice, the founders of the Empire were 
pleased to call the country “ the land of full crops,” a land where 
their descendants could multiply and dominate. From such 
traditional facts it mayj^e inferred that the original home of the 
Japanese people was somewhere in the southern islands of Asia, 
not in the highlands of the Continent, where the subsistence of 
the people was derived from stock-raising as with the*present Mon- 
golian Tartars. Rice has been thus the historical national food 
of the people of Japan since time immemorial. 

The periodical partition of land and the common cultivation of 
the royal demesne seem to ha ^e been practised in tfie early days 
of Japanese history. The size of such allotted^ land was just 
sufficient to yield enough rice to sustain its cultivator. Each 
man and woman, being of age, was entitled to half an acre of land, 
which averaged twenty bushels ^of rice per acre even during the 
primitiye stages of agriculture. The rice of the demesne was 
stored in the government granaries and made good use of during 
c^d. years. It was the established policy of the government to 
provide reservoirs and canals for the irrigation of paddy fields. 
Wherever water-courses could be secured rice culture has found 
its way, and the rural population accordingly increased and pros- 
pered. ^ 

Bice was originally a tropical plant and gradually became accli- 
matised to the soil of Japan. Even now the late varieties, though 
they aEre the largest producers, cannot be safely depended^upon 
in the north-eastern sections of the country. The early varieties 
are the only kinds that can be gmwn in the island of Hpkkaido. 
It was a slow process of evolution which acclimatised a tropical 
plant even in the extreme north of Japan. It was the work ol 
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oeD^ories.^’ It was necessitated by growth of population and 
by the fr^uent occurrences of fm m ine. The extension of its culttice^ 
is still going on. To make the nation self-supplying and indepen- 
dent in « this important national hpod the paddy fields must be 
increased in^area and in yield. The following statistical table 
shows the recent increase in area and yield of paddy fieMs 

Area 1,000 cfao.* Prodaction 1,000 koku.* prodnction^er tan.* 


1912 

3,003^ 

50,222 

1,672 koku. 
1,659 „ 

1913 ... 

3,029 

50,255 

I9U ... 

3,033 

57,006 

1,879 „ 

... 

3,056 

55,914 

1,830 „ 


The market for rice is chiefly domestic, as it is produced fqr 
domestic consumption. Formerly it was transported by means 
of river afid coastwise navigation. Bailroads having been con- 
structed for internal traffic the course of transportation has under- 
gone many changes.' Besides the two central markets, namely 
Tokyo and Osaka, there are many important provincial markets, 
such as Nagoya and Kuwana, where Produce Exchanges have 
been establidied. In recent years the (Joality of rice has been 
considerably improved. Hence provinces which had only local 
markets for their rice can now send it to Tokyo and find a market 
there. The earliest varieties appear in the market even as early 
as August. They are grown in a place called Nigo-Han, near 
Tokyo. But the latest varieties are of the best quality and ocon- 
mand the highest prices. It has been the aim of i^frieultdrists 
throughout the country to iinprove the quality of rme asVeH as 
the manner of packing in straw bags tar translation. Con- 
siderable improvement has been achieved in that respect, especially 
in the provinces of Kumamoto^ Oida, and Yamagueboi. The 
result is saving in handling and tomsportation and gain in com- 
manding a good price in ibe maritets. 

Bice growers usually use barley or naked barley as a diet and 
sell their produce rice in the nmrkets. This is also idle case 
with silk rMSCTS, They sell the ’siUc and boy oottcen £ot tiieir 
own use. 

The annual production of rise is over 250,000,000 bu^ls, and 
if we esthn^ it as averaging y^ three, per hiksh^ the whde 
value wo^td he ^ No oiher pdustiy <^n compare 

Jlie id Impcatanee in tto naMonal economy, 

n tios to appear in the mazji^ 

W can^ eaoly tmag^t»i4to 

buaiM^ nsHstdumts have a share ^ 

* ... ^ ( 

> ifilw AoMa. * ikykBtsffibartrff. 
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the biisuiess. If, however, the crop is short business becomes dull 
^ and eveiyene feeis a kind of agricultural depression. This single 
crop seems he the mainspring of the national economic activity. 
Its imj^tance to the welfare of the people of Japan qptnnot be 
overestimated. 

The ooltivation of rice is not poetical nor fancy work, but a 
work of real drudgery. Japanei^e farmers are born to rice-grow- 
ing. The paddy fields seem to them a paradise. Their homes are 
surrounded by them. They look after the water morning and 
evening during the growing season and do not mind the heat of 
the summer sun when weeding. They are, however, afraid of 
storms at the time of flowering, and of the 210th day of the lunar 
calendar. When crops are ripe and ready to harvest men and 
women are kept busy with the sickles. The rice planM bend with 
the heavy grain and the paddy fields look as if loaded with precious 
gold. The rural folks are then active in the fields and are as merry 
as at the time of transplanting. Drying, threshing, and hulling^ 
involves much hard work, while no labour was spared in securing 
a good yield. Vigilance is required in looking after enemies, 
especially insects and borers. Idlers cannot succeed in the growing 
of rice. Inherited experience enables Japanese farmers to become 
expert rice growers. They are happier working in paddy 
fields than on the upland farms. For that reason the culture of 
rice is gradually extended even to the northern provinces. The 
island of Hokkaido is rapidly becoming a rich rice-crowing coun- 
try. Thirty years ago rice was grown only in limited lodalities in 
the southern part of Hokkaido. Not a bushel was produced in 
the vicinity of Sapporo at that time. 

Now atout 4,000,000 bushels are grown annuaUyin Hokkaido. 
Within thirty years the yield may be increased five times — to 
20,000^000 bushels — ^inasmuch as the paddy fields can be increased 
without much difficulty to about five times the present area. If 
the experiments in scientific rice-breeding succeed in producing 
eariier varieties of rice, then the culture of rice may still be ex- 
tended to those provinces in Hokkaido where climate has hitherto 
been considered too severe for its growth. The acclimatisation of 
rice, though a ei<^w process, Is a possibility; if so, it will make 
po^tble the rephicing of the earliest ^varieties by still earlier and 
"varieties* There mre three kinds of rice — ordinary^ gluti- 
nous, and upland. The most important of the three is the 
oidinary rice, which may be divided into three varieties^ namely 
early, medium, and late. Each of these varieties has about ten 
chief sub-varieties and are the most commonly cultivated* One 
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variety dSrfers from smother in the length of the straw, nui?iber 
of shoots, the length of ears, the niim|)er of grains in the Qal* 
size and form of grains, 4ime of ripening, and other peculiarities. 
So long as rice fdtes the chief national food and plays an im- 
portant part iu the economy of the nation, it is very desirable to 
produce the best early varieties and to extend rice culture to all 
parts of Hokkaido and even to Saghalkn. 

Eice culture may be said to form the backbone of Japanese 
agriculture. The paddy fields constitute more than one-half of 
the arable land of the country. The Mulberry and Tea farms 
produce two important articles of export, but the value of^ tea 
and silk cannot be compared v^ith the importance of rice. If 
cotton merits the name of “ King ” in America, rice is certainly 
entitled to be called Queen” in Japan. The following table 
shows the increase of area of the paddy fields during nearly forty 
years : — 


Averdge area of paddy fields from 1878 to 1887 
„ „ 1888 „ 1897 

„ 1898 „ 1907 

„ „ 1908 „ 1914 


2,579,060 cho. 
2,754,289 „ 
2,861,158 „ 
2,978,576 „ 


These statistics show that the area increase of paddy fields from 
1878 to 1914 was 399,516 cho (1 cho being about 2^ acres) ; that 
is, the increase averaged 11,103 cho per year. From this fact 
we infer that, Japan being pressed by the growth of population, 
the lands available for rice culture are used as paddy fields. This 
increase in area is not at the expense of the upland farms because 
the total area of the latter also shows some increa^. Hence we 
conclude that arable lan^s are constantly being reclaimed from 
new Mnds and that the margin of cuMvation is extended to in- 
ferior soil. The result is an increased production of rice, as may 
be seen from the following statptics 


Average yield 
>» 


of rice from 1878 tw 1887 

„ 1888 „ 1887 

„ 1898 „ 1997 

„ 1998 1814 


31,899487 teoka. 
88,288,^1 „ 
44482,992 „ 

81,467421 .. 


This shows that the increased ^odwstion rice amounted to 
19^7,854 koku (1 koku = 5 bushels) in Ibirty-six years. The 
average increase per y^ is 546/f73 kokp, which is about the 
amount needed far the' increase* of population. How ka^ we 
can continue to iperease the produchion of fiee such a ratio 
is amestki^ pi( vital kip<a*(»ne© to ^ v^elfate of the nation. 

^1^ per b’inorearii^ etaistaaltly, 

statisi&s *1%^ i^w^niilcs aa% ha^ On the 

* ^ niE^'cansuined is the nmouht el ''pcodtieiicm 
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of the previous year plus or minus the amount of rice imported 
or exported m the case may be. 

Average eonsumption^er capita from 1888 to 1897 .046 kokii. 

1898 „ 1907 .984 „ 

»* » 1908 „ 1912 1.042 „ 

Kice is used, besides being consumed as food, in the form of 
rice flour for confectionery, for distilling sake, and for starch. The 
standard of living being constantly raised the consumption of rice 
will far exceed one koku per capita. It is therefore necessary 
to increase the yield of rice per tan by means of intensive culture. 
The following statistics show that the yield of rice per tan has 
been raised within the last twenty years. 

Average yield per tan from 1888 to 1897 1.401 koku. 

„ > „ 1898 „ 1907 1.671 „ 

1908 „ l9l? 1.734 „ 

If we take the three years 1912, 1913, 1914, the average comes 
up to 1,771 koku per tan (tan = J acre), so that the yield per 
acre is over 35 bushels. It will not take many years to bring 
the average yield up to 40 bushels per acre. The four prefectures, 
Kyoto, Osaka, Nara, Wakayama, returned in the year 1914 49 
bushels as the average yield per acre. 

The price of rice is, of course, regulated by the law of supply 
and demand, but it constantly fluctuates in the market, cleptmd- 
ing chiefly on the condition of the crops. The Produce Exchanges 
find it very difficult to fix the normal price of rice during the 
ripening season when the facts of temperature and humidity are 
still uncertain. The fluctuation of the price of rice often causes 
anxiety to the people, inasmuch as rice is their main fo<j^, and 
because it also fixes the standard price of other necessaries of life, 
as well as the wages of the working classes. The rice imported 
from British India, Siam, French Indo-China and other countries 
in Asia tends to moderate prices, as it is cheaper, being of an 
inferior quality. Within three years, from 1912 to 1914, the 
rice imported from these sources averaged 2,631,450 koku per 
year, and amounted to yen 34,996,578. We also get a supply 
of rice from Formosa and Korea which helps to steady the rice 
market. Ie Formosa they get two crops of rice per 
its quality is rather poor. . In Korea rice culture is deptident 
chiefly upon rainfall for irrigation, bdt it is of better quality and 
commands a higher price than rice grown in Formosa. From the 
year 1912 to 1914 inclusive the rice imported from Formosa 
averaged 820,028 koku per year, valued at yen 10,963,215, an 
average of yen 18*28 per koku. From Korea we imported rice 
during the eame period which averaged 624,629 koku per year, 
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vabied 9,582,674, Qt yen 16'71 per koko. tlras it will fee 
seeiO. tlist witfain tfaiee years, firem 1912 to 1914'i»cln8iTe, 
rice imported from the Adatic eountri^, Fomosa and Korea, 
averaged over 4,000,000 koku, with a value of more ttian 
yen 55,580,000 per yeaar. This cheaper rice snpphed food to the 
poorer classes and supplemented the deficiency in quantity of 
the native rice. Without this importation the prices of ctanmo- 
dities other than rice would become higher, such as barley, 
beans, and other necessities made out of such grains, such as 
»twe and sauce, and would much affect the domestic economy of 
the wage-earning classes. If this imported rice, 4,076,097 koku, 
be added to the average quantity of rice produced, it would make 
a total of 56,570,758 koku. This amount would represent the 
average quantity of rice consumed during the period under con- 
sideratimi, provided no rice is exported. Though the native rice 
commands a higher price, some of it is exported to other countries 
chiefly for the consumption of Japanese living there. During the 
period under consideration the rice exported averaged 272,121 
koku per year at at value of yen 5,627,997. This shows that the 
quantity of the export was about 7 per cent., while the value was 
about 10 per cent, of the import. When the price of rice rises 
it can be steadied by the importation of foreign rice, but when 
it gets so low as to cause loss to the producers it is very difiScult 
to bring the price up again to a normal standiurd, because there 
is not sufficient market abroad fw Japanese rice. Elasticity and 
adjustment of the price of rice seem to ^^one-sided. Hence at 
the meeting of the Agricultural Ci^Mttee for the Adjust- 
ment of the Price of Bice in Tokyo the e^iffilitiiment of. rice 
granaries in different prefectures was retShmmmided as the only 
effective method of keej^ up the mce to ajQm:ii3i4 jrfwiard. 
But the most natural mid the1liofi4 ectmmnicaf vtnay of adjusting 
the price, whether high or low, pmst be |s open world markets to 
Japanese rice. The following table shows the price of rice per 
koku per decade since the ^storation : — 

Vrtm 1888 to 1877 Yen 6.38 »«Mn 1898 to 1907 Yso 13.33 

„ 1878 „ 1887 „ 7.40 „ 19<» „ 1912 „ 16.72 

1888 ,, 1897 M ^09 ,, 

Duri| tiiese ftaty-five y^rs the minimum laice tvas yen 3-88 
per lo^, in 1872, mid the maximum jarice was yen 20‘72 per koku, 
in 1912. 

6ao tike cd pac^ Jelds he mgaiiised as a bc^^ss? 

*Piey BOW thiMt is, ftum^n mnploy 

their toil a^ 4 HWgedmxwak, W more.* Cannot 

^e'extiBoe 
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culture or spade farming is still the chief method of rice cultur^. 
How ean’ knpiovement be introduced into this national industry 
^ as to elevate it as a business? Prosperous rural economy de- 
pends jxmcb upon the solution of such a vital problem. According 
to recent statistics the total number of farming families was 
6,463,969 in the year 1916, while the total area of paddy fields 
was given as 2,966,666 cho. The average area per family is a 
little over 0*6 cho. The total area of upland farms is given as 
2,893,760 cho, so that the average area per family is also a little 
over 0*6 cho. Both being added together it will make a little 
over one cho per family. One cho of arable land, which is equi- 
valent to about two acres and a half, is not sufi&cient to make 
farming a prosperous business. Consequently the farmers are 
farm labourers who employ their time on their own or tenanted 
land in order to earn wages, but they obtain no profits on other 
business undertakings. This wage-income as not enough to 
support farmers’ families. Therefore subsidiary occupations are 
necessary in order to eke out an existence ; but, as in France, as 
there are not many profitable industries in rural districts where 
they can employ their surplus time, the farmers migrate from the 
rural communities to the cities and industrial centres. This is 


a vital national problem, which must not be overlooked. This 
rural exodus is, however, not a thing entirely to be regretted in 
Japan. It may give a much-needed stimulus to the reorganisation 
of the rural communities and the improvement of agriculture. 
It is hardly possible th^this rural exodus will be carried to such 
an extent as to leave Arable lands uncultivated or village^ de- 
serted. On the contrary, we can maintain the productivity of 
the soil, or even make it njore productive, by reorganising agri- 
culture, even though there may be some exodus of the rural 
papulation to the urban districts. How we shall accomplish this 
reorganisation is a grave questiofi which the people must seriously 
consider, 

I have shown above that the average area cultivated by one 


farm^ family is a little over one cho, but a great majority of 
farmers cultivate considerably less than one cho. In the gear 
1916 the following statistics were given by the government 
authcaities: — 


Ar0a^^iilttvttted p&t fanzier family* tmdcdr 0.5 cho 1,900,275 familios, 36.64% 
n .. over 0.6 „ 1,823,896 „ 33.36% 

, I, 1*0 „ 1,092,167 „ 19.9^ 

„ 2.0,, 330,121 „ 6,1^ 

r 3.0.. U9,867 .. ani 

C ‘ » ” 6.0 88.16* „ l.n% 

Total 5.458.989 100.00% 
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Tix© TO per cent, of tlie farmers cultivate an area, less than tme 
cho. No rice industry, however intensively it may oe carried 
can flourish on such a small patch of ground* Hence the re- 
organisation of agriculture in Japan so as to increase the area of 
arable lands is most urgent. This cs,n be done by turning some 
portions of the forest lands into arable lands. The extent of the 
forest lands is three times as large as the arable lands. In 1915 
the total mm of all kinds of forests, namely, Crown, State, Com- 
munal, Temple, and private forests, was given as 18,640,873 cho. 
Perhaps on account of the difficulty of irrigation the newly re- 
claimed lands cannot be turned into paddy fields. If so, we could 
here grow upland rice, or, more profitable still, raise stock, 
whether horned cattle, sheep, or pigs. The income from these 
sources will greatly supplement that from the original paddy 
fields on upland farms. Moreover, manures are a great asset to 
the farmers, as they enable them to keep up the fertility of the 
soil. The introduction of stock will naturally lead to the cultiva- 
tion of grasses and root croj^, and hence more work-horses, with 
ploughs, harrows, cultivators, and other tools will come into use. 
The rice industry accompanied by the raising of a small amount of 
stock will greatly ameliorate the condition of the farmers. Seri- 
culture, hitherto known as the great subsidiary occupation, and 
stock-raising, the new subsidiary occupation, both being united 
in an organisation, will make the rice industry a profitable busi- 
ness, and the farmer’s life endurable and even happy. 

^ Shosukb Sato 

Thb Hokkaido Imfebiad Univbbsity, 

Sappobo, Japan. 


An ANAIiYfJIS OF THE InOEBA®% €50ST OF CLOTHING MaTEBIALS 
Cubing the Peek)© July, 1914, to Octobeb, 1918. 

It is a noteworHiy fact that during the period July, 1914, to 
October, 1918, the cost of cletbiiig and clothing materials has 
imcieased at least by 290 per c0nt., whereas the ipcrease in food- 
generally has been stated at 129 per^^nt. 

Of the items eonstitnting the family budget of an artisan, 
clotiimg and ,cMiing oudasrials have ris^ more than |H:opor- 
to otli^ 4;teins. In oi the fact of the genial 
fCKWBatlonH^'|»Y^lieean^ there wmdd appcw to be fade 

dbthmg.nlTOHfjWturCTB M retailers. It is 
coUi. l)iMN^/t&<s#^©tiate cbi^ge owing to the lac^ of 
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sufficient evidence as regards retail prices of clothing and clothing 
materials of a standardised quality. 

In ^itp of the lack of retail price quotationsj it has been possi- 
ble to trace the cost of each process with respect to woollen and 
cotton goods up to the poi^t of manufacture. 

In discussing the problem it is necessary to keep in mind the 
fact that the rapid rise in general prices is due in part to monetary 
causes and to fundamental economic changes. It is not the pur- 
pose of this article to deal with these two causes ; what is aimed 
^at isjh) measure the increases in the costs of various processes, 
by means of index numbers based on actual market prices. On 
the basis of these numbers “theoretical ” or “expected ” increases 
in costs have been calculated and these “expected” increases 
are later compared with the actual prices extant in October, 1918. 
The raw materials and semi-manufactured products under con- 
sideration are “standard” throughout the period. 

It is necessary to point out that with regard to prices in the 
wool textile industry, such prices are “worsted,” the reason for 
this being that the woollen manufacturer is usually a “composite 
^ unit,” i.e,y he takes the raw maFerTal and turns out the finished 
article. The worsted trade represents the other* extreme of in- 
dustrial organisation, specialisation of processes being very pro- 
nounced. In worsted manufacturing the following distinct 
processes are well marked : — 

1. Wool merchanting. 

2. Top making and combing. 

3. Yam spinning. 

4. Mariufacturing. 

5. .Dyeing and finishing. 

As a consequence of this specialisation in processes the cost of 
the manufacture of a worsted cloth can be traced from stage to 
stage. 

It is possible to obtain prices for standard qualities of wool, 
tops, and yarns at any time* The index numbers of the average 
four-monthly prices are detailed below. 

Turning to cotton, the index numbers for raw cotton, cotton 
yarns, and cotton piece goods have been based on market prices 
as quoted in the Manchester Guardian, It has been possible to 
get a stage further in the investigation of cotton prices than in 
W(Urst0d prices. 

In Table I„ “Index Numbers of English Wools,” the net 
increase on July, 1914, prices is 117^ per cent. Three tyi^s 
of English wools are given, Ibut it was found on a further inquiry 



''454 


THH KCXmOMIO JOtnBITAt. 


embracing, thirteen types that the index number was hardly 
affected at all. 

With regard to Cdonial and British tops, there is a net in- 
crease during the period of 142 per cent. This clearly does not 
lead to the assumption that any appreciable etement oi profit^ring 
has taken place in wool coanbing and top making, especially when 
the iimteases in wages and standing charges, 80 per cent, 'and 
IG per cent, respectively, are taken into consideration. In com- 
parison, however, the index numbers for worsted yams show a 
remarkable difference. There is an increase in the period df 
295 per cent. If the charge of profiteering is to be Justifira, it is 
here. 

Assuming that tops and other material have advanced by 
equal amounts, 140 per cent. , and that raw materials account for 
76 per cent, of the cost of production, that wages account for 
12'6 per cent, and have advanced by 80 per cent., and that 
standing charges accounting for 12‘5 per cent, have advanced by 
10 per cent., we get the following expected increase in the price 
of yarn ; — 

(140x6)-|-{80xl)-K10xl)_,.„ 0 / 

8 “ 

On the assumption that one-sixth of the machinery be idle, the 
standing charges would haye to be increased by approximately 
20 per cent. Consequently the final expected increase would not 
exceed 139 per cent. The difference betwem the actual inomse 
of 295 per cent, and the “expected” ioerease of 139 per cent, 
evidently requires some explanation to jintify it. There is no 
doubt that spinners have availed themarfves of every Dpportunity 
for demanding maximum prices." In the same manner it is 
possible to arrive at an “expected ' inorease in the price of cloth. 
Assuming the proportionate value ef yam in the cost of produc- 
tion as 60 per cent., and the price of yam increased by 296 per 
cent., labour, which accounts for about 20 per cent, of the cost 
of producticm, has increased by 80 p« Sent., white ,^staadu% 
charges, which have increased by 16 per cent., account for 20 
p^ cent. the cost of produdtnm* we mrrive at the following 
expectedf inarease in the price (rf ol<^ : — 

(8»5x (10 X 8) _ ^ ^ 

Taking the ma^unery ddte ^ aixmt ono-fonrth an44he stemding 
di«!gee to |e ioi^d^Iy,. we m expected incteisse 

a ftdy,-l914, ctefe ct 5#. 

now Gotik 4m* 
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Cotton. 


On the whole there k a great deal of sinjilarity between cotton* 
and wwl textile prices. Just as in wool prices, the indictment 
of profiteering would appear to be most supportable in the case of 
the spinner. 

* . 


Percenfage Increases on July, 1914, Prices. 



Jan., 

July, 

Jan., 


1915. 

1915* 

1916. 

Wool .. 

. 17 

50 

59 

J Wool 

13 

3 

21 


13 

51 

65 

Yams 

9 

62 

76 

Raw Cotton 

31 

21 

17 

Cottcm Yams 

26 

14 

25, 

Cotton Cloths 

18 

14 

13 


July, 

Jail., 

July, 

Jan., 

July, 

Oot„ 

1916. 

1917. 

1917. 

1918. 

ms. 

1918. 

58 

80 

106 

117 

117 

117 

41 

115 

139 

139 

139 

139 

63 

109 

106 

127 

142 

142 

92 

131 

166 

228 

241 

295 

20 

77 

200 

245 

220 

256 

29 

80 

154 

270 

311 

421 

17 

51 

100 

214 

254 

343 


The most string feature of the above table is the difference of 
the percentage increase between the raw material and the yarn. 

}l78% 


Wool ... 
Yam... 


117 

29S 


Cotton 

Cotton Yams ... 


42?} % 


In spite of the fact that cotton yarns have increased by 421 per 
^ cent., whereas worsted yams have risen by 295 per cent., the 
relative increase from raw material to yarns is. greater in the 
case of worsted than cotton. 


The most noticeable feature, however, is the fact that the 
finished article, cotton cloth, has actually increased less in price 
than the yam : 343 per cent, as against 421 per cent. Finally, 
it would appear that the rapid increase in the price 'of clothing 
and clothing materials is hardly legitimate, and that, in the main, 
a considerable element of profiteering is to be found, particularly 
in the intermediate stage of manufacture (spinning). 


Table I. — Index Numbers of English Wools. 
July, 1914, Price = 100. 


. '..t 

July, Nov., 

July, Nov., 

July, Nov., 

July, Nov., 

July, Oct,, 


1914. 1914. 

1915. 

1915. 

1916. 

1916. 

1917. 

1917. 

1918. 1918. 

Linooln Ross 

... 100 

117 

154 

154 

162 

171 

208 

208 

213 213 

South Down Rwes 100 

114 

146 

149 

149 

162 

203 

203 

219 219 

Best Scotch Crm* 








hfOd Hos» 

... 100 

120 

150 

155 

164 

173 

209 

209 

218 218 

3Qp|^sh Wools 
average ... 

Sfe 









... 100 

117 

150 

153 

158 

169 

206 

206 

217 217 


Table II. — In4cx Numbers of TopSy^Worsted Yams, Raw Cotton, 
Cotton Cloths. July, 1914, Price = 100. 

Jahr, Nov., Juiy, Nov., July, Nov., July, Nov., July, Oct. 
1914. 1914. 191S. 1915. 1914. 1918. 1917. 1917. 1919. 1918. 

ColonUa Ac British 

tops 190 115 151 139 163 196 206 208 242 242 

WoiMiadyaBis ... 100 105 162. 157 192 218 266 304 373 ^ 

Raw cotton 100 72 79 100 120 171 300 334 324 356 

CottcnIcloUn ... 109 — 86 98 117 141 200 265 354 443 
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TabijE III. — Index Numbers of Cotton Yams* 
July, 1914, Price=100. 


32s Cap Twist IK . 
608 Egyptian 
20s Water Bimdle 
168 Weft ... 

An Yam 


July, July, Nov., 
1914. 1916.^1916. 
100 84 ^ 104 

100 82 101 

100 94 109 

100 84 107 

100 86 106 


July, Nov., July, 
1916. 1916. 1917. 
125 161 239 

131 198 249 

134 166 264 

128 161 262 
129 171 254 


Nov., 

July, 

Oct., 

1917. 

1918. 

1918. 

296 

489 

548 

274 

384 

446 

316 

491 

564 

313 

497 

639 

300 

466 

621 


* Extracted from the Manchester Qtuirdian. 

A. S. PiRTil 


OFFICIAIv PAPEES. 

Report of the Committee on Currency. 

The Committee appointed last January to consider the problems 
which will arise in connection with currency and the foje^n ex- 
changes after the war have presented a first interim report 
[Cd. 9182.] Lord Cunliffe is the Chairman of the Committee, and 
the other members, all of whom sign the report, are : — 

Sir Charles Addis, Hong-kong and Shanghai Banking Corpora- 
tion ; the Hon. Eupert Beckett, Beckett and Co. ; Sir John Brad- 
bury, K.C.jB., Secretary to the Treasury; Mr. G. C. Cassels, 
Bank of Montreal ; Mr. Gaspard Farrer, Baring and Co. ; the 
Hon. Herbert Gibbs, Antony Gibbs and Sons; Mr. W. H. N. 
Goschen, chairman of the Clearing Bankers’ Cmnmittee ; Lord 
Inchcape ; Mr. E. W. Jeans, Bank df AustralaBia; Professw A. 0. 
Pigou, Cambridge University; Mr. G. F. Stevrart, F.S.I., ex- 
Governor of the Bank of Ir^^nd; and Mr. William Wallace, 
Eoyal Bank of Scotland. 

The main conclusions of the Cmnmittee are summarised as 
follows : — ^ 

Before the war the country possessed a complete and effective 
gold standard. The provisions oi the Bank Act,)«i.844, operated 
automatically to oorrect unfavourable exclwnges and to cheek 
undue exi^mrimis of (audit. 

During Hie war the condirions necefssary to the maintenance 
of that standard have ceased to exist. The nmin cause has been 
the ^roMh of credit duD' to Govemment bcarowing from the Bank 
of Eng^md ar^ olher bt^s ioc ;war needs. The unlimited ii^ 
M ^ beeh boll an inevitable cxmseiitecse tmd 

a neceueery o&t^Hon cd thia growth of credit. ' 



1918 ] 


OFFICIAL FA3PEEa^ 


457 


ILu our opinion it is imperative that after the war the conditions 
necessary to the maintenance of an effective gold standard should 
be restored* without delay. Unless the machinery which long 
experience has shown to be the only effective remedy for, an 
adverse balance of trade and an undue growth of credit is once 
more brought into play, there will be graVe danger of H progressive 
credit expansion which will result in a foreign drain of gold 
menacing the convertibility of our note issue and so jeopardising 
the intepiational trade position of the country. 

.The pre-requisites ior the restoration of an effective gold 
standard are 

(a) The cessation of Government borrowing as soon as possible 
after T;he war. We recommend that at the earliest possible 
moment an adequate sinking fund should be provided out 
of revenue, so that there may be a regular annual reduc- 
tion of capital liabilities, more especially those which con- 
stitute the floating debt. 

(b) The recognised machinery, namely, the raising and making 
effective of the Bank of England discount rate, which before 
the war operated to check a foreign drain oTE gold and the 
speculative expansion of credit in this country, must be 
kept in working order. This necessity cannot, and should 
not, be evaded by any attempt to continue differential rates 
for home and foreign money after the war. 

(c) The issue of fiduciary notes should, as soctp as practicable, 
once more be limited by law, and the present arrangements 
under which deposits at the Bank of England may be ex- 
dianged for legal tender currency without affecting the 
reserve of the banking department should be terminated 
at the earliest possible moment. Subject to transitional 
arrangements as regards currency notes and to any special 
arrangements in regard to Scotland and Ireland which we 
may have to propose when we come to deal with the ques- 
tions affecting those parts of the United Kingdom, we 
recommend that the note issue (except as regards existing 
private issues) should be entirely in the hands of the Bank 
of England. The notes shoulcl be payable in Londmi only 
and should be legal tender throughout the United 
Kingdom. 

Control of Note Issue. 

As r^arda the control of the note issue, |ve make the following 
observations : — 



*S8 T^| BCOKOMIC JOUENAL ItSlO. 

(1) While the obligation to pay .both Bank of England nftea 
and currency notes in gold on demand should be maih^ 
tained, it is not necessary or desirable that there should be 
any early resumption of the internal circulation of gold 
coin. 

(2) Whilsi^the import of gold should be free from ajl restric- 
tions, it is* convenient that the Bank of England dionld 
have cognisance of all gold exports, and we recommend 
that the export of gold coin or bullion ehould subject 
to the condition that such coin and bullion has been ob- 

• tained from the Bank for the purpose. The Bank should 
be under obligation to supply gold for export in exchange 
for its notes. 

(3) In view of the withdrawal of gold from circulation, we 
recommend that the gftd reserves of the country should 
be held by one central institution, and that all banks should 
transfer any gold now held by them to the Bank of 
England. 

Having carefully considered the various proposals placed before 
us as regards the basis of the fiduciary note issue, we recommend 
that the principle of the Bank Charter Act, 1844, should be main- 
tained — ^namely, that there should be a fixed fiduciary issue be- 
yond which notes should only be issued in exchange for gold. The 
separation of the Issue and Banking Departments of the Bank 
of England should be maintained, and the Weekly Beturn should 
continue to be published in its present form. 

We recommend, howevw, that provision for an emergency- be 
made by the continuance in force, subject to stringent safeguards 
(recommended in the body, of the report), of section 3 of fte Cor- 
rency and Bank ‘^otes Act, 1914, under ^hidi the Bsmk of Eng- 
land may, with the consent of Treasury, temporarily issue 
notes in excess of the legsd limit. 

We advocate the ^blication by the banks cd a monthly state- 
ment in a prescribed fmm. 

We have ctane to the oonclusioh that it is not practicable to 
fix any piwise figure for the fiduciary note issue immediately after 
the whr. ; . 

We think desdrabks, therefore, to fix the amount which 
should be aiuddlat as the central gold reserve,- leavii^ the fiduciary 
issue to be settied nltimat^y at siudi amcnmt as can be kept in 
circulatkm withput (^rnsiiig Ihe central gold reserve to fall below 
^tbe amount ■go-,jfixel ^ ‘!t’We reoOBunend that the normal, minimum 
of the cent^ goffl lilerve to be aimed at should be, in the first 
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instance, £150,000,000. Until this amount has been reached 
^ and maintained concurrently with a satisfactory foreign exchange 
position for .at least a year, the policy of cautiously reducing the 
uncovered note issue should be followed. When reductions have 
been effected, the actual maximum fiduciary circulation in any 
year should become the legal maximum for the following year, 
subject only to the emergency arrangements previously recom- 
mended. When the exchanges are working normally on the basis 
of a minimum reserve of £150,000,000, the position should again 
be reviewed in the li^t of the dimensions of the fiduciary issue 
as it’ then exists. 

We do not recommend the transfer of the existing currency 
note issue to the Bank of England until the future dimensions of 
the fiduciary issue have been ascertained During the transitional 
period the issue should remain a <jovemment issue, but new 
notes should be issued, not against Government securities, but 
against Bank of England notes, and, furthermore, when oppor- 
tunity arises for providing cover for existing uncovered notes. 
Bank of England notes should be used for this purpose also. De- 
mands for new currency would then fall in the norm§>l way on the 
banking department of the Bank of England. 

When the fiduciary portion of the issue has been reduced to 
an amount which experience shows to be consistent with the main- 
tenance of a central gold reserve of £150,000,000, the outstanding 
currency notes should be retired and replaced by Bank of England 
notes of low denomination. 


Other Official Papers. 

# 

Report of the Working Glasses Cost of Living Committee, 1918. 
[Cd. 8980.] 

By way of family budgets it is estimated tha|^ the general average 
rise in expenditure is 74 per cent, from July, 1914, to July, 1918, 
and that the increase over July, 1914, was in September nearly 
BO per cent. There are counter-balancing factors which do not 
admit of statistical measurement. 

Report of the Treasury Committee on Bank Amalgamations. 
. [Cd. 9052.] 

The . new type of amalgamation, union of one large joint stock 
bank with another similar bank, -presents dangers of reduced com- 
petition, and even of a money trust, which jualify some measure 
of Government control. 

No. 112, — VOL. XXVlTI., ^ ^ 
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Annual Report of the Chief Inspector of Factories and Workshops 
for the Year 1917. [Cd. 9108.] ' 

There are included reports on hours of work (becoming shortened 
with good effect) by G. Bellhouse; on the substitution of women 
and girls in industry by Miss Anderson (exhibiting the funda- 
mental contrast^ — hidden by pre-war conventional views — between 
occupations that can be and may have to be permanent for women, 
and those that are preferably only temporary); on Roping in air- 
craft (an unhealthy process), by W. S. Smith; and on trinitrotoluene 
poisoning, by Mr. T. M. Legge. 

Fifty-fourth Annual Report of the Registrar-General for Ireland. . , . 
Marriages. Births^ and Deaths during the Year 1917; 
[Cd. 9123.] 

The marriage-rate, the birth-rate, and the death-rate are dkch 
below the corresponding average for the preceding decennium. The 
birth-rate, 19‘9 per 1,000, is the lowest recorded for Ireland. The 
number of births was 86,370, among which there were 10,001 twin- 
births and ten triplets. 

Report of the Departmental Committee for Inquiring into the 
Principles which should Determine the Fixing of Salaries for 
Teachers in Secondary and Technical Schools {other than 
University Institutions). [Cd. 9140.] Summaries of Evidence. 
[Cd. 9168.] 

Among other important conclusions may be noticed that which 
relates to the payment of lower salaries to women than to men 
teachers. It is pointed out that hitherto occupations other than 
teaching have been more open to men than to women. Also, 
“ whereas both men and women usually contemplate marriage and 
the responsibility for a family, this represents a financial liability 
for a man which does not fall upon a woman. . . . The result is that 
a salary which^will attract a woman will not necessarily attract a 
man of similar qualifications* The ca.se of a man teacher who 
remains unmarried '' may create a sense of hardship. . . . But until 
the State deliberately endows marriage or paternity, it is imprac- 
ticable for such a pblicy to be introduced in a single service.'' 


War Prices in the United States. 

^ Before the war the Federal Bureau of Labour Statistics was 
the chief official purveyor of prices and index numbers in the 
United States. Th^ Bureau has continued to compile its widely- 
known series of wholesale jretail prices, and administrative 
exig^des have led to the organisation of two new agencies to 
deal with^Sjpecial price data. 
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Shortly after, the Food Administration was created it set up a 
Statistical Division under the charge oi‘ Dr. Eaymond Pearl, a 
distinguished* statistical biologist. Among the duties assigned to 
this division was the collection of retail and wholesale prices of 
staple foodstuffs, and a few articles largely used in the produc- 
tion, of foods, such as binder twine. The weekly reports on these 
subjects have been confidential, designed for the guidance of the 
officials in charge of the various commodity sections into which 
th6 Food Administration is divided. But the Statistical Division 
has issued occasional statements for the benefit of the general 
public — notably one statement which argued that the average 
increase in the country’s bill for foodstuffs has been much less 
than the Bureau of Labour Statistics’ figures show. 

Scientifically the most interesting of Dr. Pearl’s published 
reports is a bulletin entitled “General Index Numbers of Food 
Prices on a Nutritive Value Base.” There are two of these index 
numbers, one made from the producer’s prices of twenty staple 
foods, as showm in the monthly crop reports of the Department 
of Agriculture ; the second, made from the w^holesale market prices 
of twenty-six foods compiled by the Food A4ministration itself. 
The distinguishing characteristic of both series is that each quoted 
commodity price ^s weighted “ in proportion to the food value, ex- 
pressed in calories, of the average production of that commodity 
in the three years preceding the w^ar,” When the “absolute” 
index numbers made in this fashion are turned into relatives with 
the 1911-1913 averages as 100, it appears that the increase in price 
received by wholesale dealers has been distinctly less than the in- 
crease received by farmers. In May, 1918, the 'wholesale price 
index was 179, while the producer’s price index w^as 218. Further, 
“the general level of wholesale prices of foods [in MayJ is fourteen 
points lower than it w^as a year ago, wdien the wnrk of the United 
States Food Administration began,” while producer’s prices are 
two points higher than in May, 1917. “We see,” Dr. Pearl con- 
cludes, “in the history of producers’ and wholesale prices during 
the past year an occurrence which would, in normal times, be 
regarded as an economic miracle. The w^holesale prices of food- 
stuffs have been significantly lowered while the price level for the 
basic food raw materials on the farm was going higher . This ^ 
result has been acc&mplished by the elimination to a very large 
degree of wasteful practices and profiteering in the food distribut- 
ing and manufacturing industries. The net result shows with 
great clearness one phase of the economic benefit which the con- 
sumer has derived from the activities of the Food Administration, 

I I 2 
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without economic detriment to the farmer.” As may be judged 
from these conclusions, the bulletin is of lively interest to econo- 
mists as well as statisticians. 

In April, 1918, Mr. Edwin F. Gay, Director of the Division of 
Planning and Statistics, organised a Price Section, which, after 
a brief connection with the Shipping Board, was transferred to 
the War Industries Board. This Section is primarily a “service 
bureau,” that is, it does special jobs for other Government agen- 
cies. The Shipping Board in its effort to transfer tonnage from 
commercial to military use, the War Trade Board in its exports- 
conservation work, the War Industries Board in exercising control 
over raw materials and manufacturing processes, the Tariff (Com- 
mission and other bureaux that share in the complicated task of 
reorganising the country’s business, call upon this Section when 
they need information about prices. The articles concerning which 
they inquire are frequently articles included in no index number— 
for example, casein, imported cigarette paper, light Mexican crude 
oil, burlap, an4 snuff. Further, they often require not one or two 
representative sets of quotations but a more or less exhaustive list. 
The bulletin prepared by the Price Section on rag prices, for in- 
stance, quotes eight standard kinds of rags monthly since 1913, 
and gives current figures on a list of thirty-seveji varieties. As a 
result of its efforts to meet such demands, the Price Section is 
accumulating a large and most miscellaneous body of price quota- 
tions. 

The most regular customer of the Price Section is the Price 
Fixing Committee of the War Industries Board. In the perform- 
ance of its complicated and responsible duty this Committee draws 
upon the administrative officials of the Commodity Sections of the 
War Industries Board for technical advice, upon the Federal Trade 
Commission for cost studies, and upon the Price Section for 
market quotations running back to 1913. The articles on which 
the Price Section has made special reports to the Price Fixing 
Committee range from great staples like cattle hides and yellow 
pine lumber to specialities like fluor-spar, mohair, formaldehyde, 
and chestnut extract. 


While administrative calls for data take priority over other 
work, the Price Section endeavours so far as it can to make 
systematic studies. Its chief accomplishmSoit in this direction 
haa been the preparation of a Book of Price Charts, including 
about 90 staple commodities and a few index numbers borrowed 
fro®#ie Bureau of Labour Statistics. The charts are reproduced 
sislucent paper and so arranged that one may be laid upon 
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another for purposes of comparing the fluctuations of any two or 
three commodities. In addition, the Section is making careful 
comparisons between the fluctuations of prices in different coun- 
tries. The English- American comparison, based upon identical 
lists of commodities in the two countries, has been carried far 
enough to justify the statement that the price level has risen since 
1913-14 distinctly more in England than in the United Slates. 
Other studies under way or in prospect are concerned with those 
commodities whose prices have been and others whose prices have 
not been officially fixed, with the rise of prices in the United States 
during the present and the Civil War, etc. Finally, the Price 
Section is working upon a classification of commodities in all im- 
portant branches of business with th^ aim of ultimately providing 
a comprehensive exhibit of the price phenomena that have accom- 
panied the great upheaval. 

As yet, none of the materials compiled by the Price Section 
have been published. As we approach the period of reconstruc- 
tion, however, it seems probable that information concerning price 
changes will become a matter of pressing interest to large circles. 
There is therefore ground for hoping that the permanently valuable 
part of the data, including significant summaries of the general 
trend, may be made accessible to all economists. 

Wesley C. Mitchell 


Extracts from German Periodicals Eelating to 
Keconstruction. 

Continuing his series of articles on German financial reform 
in Plutus (Sept. 11, 25) Georg Bernhard discusses the proposal 
for an extraordinary levy on capital (Vermfigensabgabe). He 
notes that the levy is advocated both by representatives of the 
working classes, and by manufacturers, bankers, and business men 
in the highest tax-paying group. The Socialist championship of 
the levy is based on the popular principle ; those able to pay taxes, 
i.e., the rich, ought to pay. It is the same principle which for 
years has induced Social Democrats to support direct taxation and 
taxes on capital. On the other hand the rich, who in normal times 
have never shown any enthusiasm for^^irfect taxation and especially 
for taxes on property, are in favour of as large a levy as possible on 
capital precisely owing to their disinclination towards direct taxa- 
tion. They recognise clearly that in view of the extraordinary 
financial requirements of the country any future scheme 
cial reform ihiist make large demands on the richer clasf^iylpi 
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they prefer a levy on capital, large though it may be, to permanent • 
taxation and to a permanent greatly increased income-tax. 

The classical objections to the taxation of capital are not de- 
cisive. True, the reasons advanced by taxation theorists against 
actual taxation of capital which have been considered valid in the 
past still hold good to-day. The State has to rely on a permanent 
imposition of taxes, and it is a fundamental error to impose a tax 
which, if logically applied, will, in the course of time, destroy the 
source from which a permanent revenue is desired. But all taxa- 
tion theorists admit that the objections to a tax on capital must be 
waived when the State is in danger. Then it becomes urgently 
necessary to bleed fortunes, and especially large fortunes. Such* 
an urgent necessity most certainly exists in the present position 
of the German Empire. 

Another objection to the levy on capital which has been put 
forward is tjae technical impracticability of carrying it out. Diffi- 
culties there will be, though they will, of course, be least in the 
case of capital in cash, Stock Exchange ^^curities, etc., i.e., 
“mobile” capital. But even then the difficulty would arise that, 
when capital is invested in securities, a dislocation of the secu- 
rity market might ensue when large numbers of securities were 
suddenly thrown upon it owing to the compulsory payment of the 
levy. But given the necessity of avoiding such a state of affairs * 
this does not coiSnote the impracticability of carrying out the levy, 
but means that steps must be taken to make it possible to pay 
the levy otherwise than in cash. It is obvious that it will not be 
sufficient to declare a definite sum as the amount of the capital 
upon which the levy is to be made, but a detailed statement will 
be required giving the fullest information as to the capital and its 
investment, which, in the case of “mobile” capital, the State 
might receive in payment securities selected by the taxpayer. 

The simplest way of making the levy would be the surrender 
of w^ar loan stock. The State would find this very much to its 
advantage inasmuch as this stock represents a large amount of in- 
debtedness, and, if it guaranteed that the stock should be reckoned 
at par value, most holders of loan stock would be willing enough 
to pay the levy on capital by its surrender. The State would 
. simply delete a sum correspgnding to the stock surrendered from 
its debit account. Matters would not be quite so simple in the 
case of other securities. In all probability the State would not only 
receive in payment a number of diverse securities, but every tax- 
^ payer #Uul^ probably try to unload securities with whieb he might 
desire to part. The State would have to reckon with being paid 
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to a considerable extent in securities which their possessor found 
it diflScult to realise. The State would find it difficult at once to 
resell the securities, and in many cases the banks would only have 
been able to offer unfavourable prices, not only because they might 
deem the moment suitable for dealing in securities at specially 
low prices, but because, if the State desired R speedy sale of these, 
the very conditions might be engendered which it was desired 
to avoid. This general impulse to sell securities would result 
in a slump in the prices of all securities offered. Accordingly, the 
State would have to proceed very slowly with the liquidation of 
the securities handed over to it. This would probably necessitate 
the establishment of an Imperial Bank for the realisation of secu- 
rities (Reichsverwertungsbank) to which the Imperial Authorities 
would transfer all the securities they received. The author pro- 
ceeds to show at length, with reference to Grerman institutions, 
that it would not be impracticable to deal with the securities 
levied. 

Continuing in Plutus (October 9th) Bernhard discusses pay- 
ment of a levy by annual instalments. He fears that the annual 
instalments to be levied on capital might become permanent 
institution, and would accordingly take the shape of a recurring 
tax on capital. When once a sum thus raised has found 
its way into the annual budget, future Imperial Finance 
Ministers will have no desire to dispense w ith it ; and long years 
of experience have shown Germans that even taxes wfiich are 
economically injurious in their effects, although shown to be un- 
tenable, are never rescinded. 

It has been proposed as a via media that it should be per- 
missible to pay the levy either by instalments or in a lump sum. 
Those who favour this suggestion start with the assumption that 
the latter method of payment may encounter difficulties. There 
may, of course, be cases in which a single payment might prove 
difficult, but such cases would be extremely rare, and must be 
treated as exceptional, and under no circumstances should the 
taxpayer be given the option between paying a lump sum and by 
instalments, for in the latter case the complications would not be 
diminished but increased. If the payments of the levy were to be 
extended over ten years, it would, in many cases, be probable that 
the financial position of a taxpayer would change considerably to 
his disadvantage, quite apart from the fact that he would frequently 
attempt to lessen his liability to pay taxes, and endless protests 
^and actions at law would ensue. 

The Weser Zeitung (Sept. 23rd) contains a review of a book by 
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Dr. GroBsmann, lecturer at the University of Berlin, entitled 
Der Handelsboycott gegen Deutschland in franzosischer Beleuch- 
tung (French views of the commercial boycott of Germany— 
Nos. 6 and 6 of the series of works on “Wholesale Trade and the 
German Economic System,’* issued by the Central Association of 
German Wholesale Trade. Berlin : Published by Reimar Hobbing. 
Mk.1.20). Dr. Grossmann commences by enumerating the Resolu- 
tions of the Paris Economic Conference, and points out several con- 
tradictions inherent in them. He claims that the advocates of pro- 
tection in England as well as most of the English Chambers of Com- 
merce favour a policy aimed at the economic exclusion of Germany 
after the war. He then goes on to discuss the question “^whether • 
Germany should adopt a similar policy of exclusion or should 
merely regard the Paris resolutions as the outcome of a state of 
panic existing when they were passed. He stigmatises as most 
objectionable, the purely comihercial point of view that trade in 
manufactured articles invariably betokens a disadvantage to im- 
port trade, explaining his meaning by asserting that the develop- 
ment of German industries during the war affords Germany a 
sound guarantee against the paper resolutions of the Paris Con- 
ference. He quotes freely from the utterances of the well-known 
French economist, M. Gide, who has always held himself aloof 
from Chauvinism. M. Gide has asserted that the economic life 
of Germany cannot be dispensed with permanently by the Entente 
Powers and has practically admitted that “there is only one way 
to destroy the economic predominance of Germany and that is to 
do the same as the Germans, and where possible to do even better.” 
Dr. Grossmann quotes M. Gide as having said : “Those who desire 
an economic war ought rather to attempt to open up the Central 
European market, and, should the war result in their being able 
to exact conditions, that would seem the first condition they should 
demand. From the standpoint of the economic or even the in- 
tellectual develoipment of France, it is impossible to admit that 
we can be shut off from Central Europe by a wall without doors 
or windows against which France will always remain leaning. 
But it is quite impossible to make an opening from one side of the 
wall without leaving it open from the other side.” In conclusion. 
Dr. Grossmann claims that the idea of an economic war even in 
Entente countries is by degreesi becoming recognised as an eco- 
nomic hallucination. He considers that even in the tr^sition 
period German trade will be able to count upon this fact ; with this 
wiew the reviewer finds himself unable to agree without further* 
ado. In any case it would be a mistake, Be considers, for Ger- 
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many not to make prepaiations to guard against" an economic 
offensive by her enemies. 

.An article in Der Welthandel (Oct. 12th) discusses the pros- 
pects of the German economic system in the event of peace being 
concluded on the lines of President Wilson’s proposals. The panic 
on the Berlin Stock Exchange has induced a feeling of pessimism, 
but the sharp fall in pric^es was not, the article claims, occasioned 
by any fears as to Germany’s economic future, but was largely due 
to a reaction consequent upon the exaggerated prices which have 
obtained for so long. It would be idle to deny that the peace on 
President Wilson’s terms will bring about momentous changes in 
the structure of Germany’s economic system, but the production 
and labour of a nation like Germany cannot be dispensed with by 
other nations, especially at a time when a shortage of goods and 
manufactured articles will prevail everywhere. Coal and iron, the 
main props of every vigorous industry, are found in abundance in 
Germany, and the war has caused the importance of lignite and 
its by-products to win more general recognition. Germany’s zinc 
resources enable her to employ this valuable metal as a substitute 
for copper and other metals, while other nations cannot dispense 
with the high scientific standing of German chemists and engi- 
neers. If the dreams of many industrialists as to a westward 
extension of Germany’s iron deposits are doomed to disappoint- 
ment, she has ample supplies of her own, and will also have at 
her disposal Eusso-Caucasian ores, quite apart from those of 
Sweden and Spain. 


Current Topics. 


The following have been elected to membership of the Koyal 
Economic Society : — 


Arnold, S., M.P. 
Boyd,H.E.,O.B.E. 
Chambers, Sir T. G., K.B.E. 
Collyer, E. W. 

Dass, S. 

Debenham, E. E. (life). 
Howitt, H. G. 

Irwin, J. W. 

Kimitsuka, S. 

Kinley, Prof. D. 

Kirk, Capt. J. B. 


Law, C. A. 

Lennard, E. V. 
Mehta, N. C. (life). 
Mildmay, A. 

Morland, C. J. 
Mullens, A. L. 
Murray, J. W. (life). 
Nixon, J. W. 

Oldfield, P. J. . 
Pathy, C.S.K.S. 
Pavlovsky, G. A. 
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Pee, C. S. (life). 
Peddie, J. T. 

Preater, C. J. 

Sliang, S. S. (life). 
Smith, D. J. 

Soward, A. W.; C.B. 


Swajiwick, K. ff. 
Tilak, E. 

Ward, S. M. 
Wood, H. K. 
Wolff, R. 

Yang, C. (life). 


The following have been admitted toC;ibrary membership ; — 
Workers’ Educational Association, New Zealand; Social Service 
Council of Canada. 


Fifteen years have now elapsed since we announced the in- 
stitution at Oxford of a Diploma in Economics (Economic Jour- 
nal, Vol. XIII., p. 278). The seed which was sown in 1903 
has germinated ; as we judge from the recent report of the Com- 
mittee for Economics and Political Science. In the fourteen 
years 1905-18 inclusive 231 candidates have presented tjiemselves 
for examination, 96 have been adjudged w'orthy of distinction 
and 99 have satisfied the examiners. Of this total of 195 who 
have obtained the Diploma 17G have been men and 19 women. 
Of 28 post-graduate male candidates who have been successful in 
gaining the Diploma 22 (including one Master and 21 Bachelors) 
have secured Distinction. A Doctor of Laws of the University of 
Athens, a Bachelier-es-Lettres of Paris, a Surveyor of Taxes at 
Oxford, 26 working-men from Ruskin College, and 20 Rhodes 
Scholars have been placed in this category. Students who have 
received the Oxford Diploma have subsequently been appointed 
to professorial and teaching posts in the Universities and to ad- 
ministrative and other positions in the public services of this and 
other countries. Among such may be mentioned the Chairman of 
the War Trade Intelligence Department* in London, the Principal 
of Ruskin College, Oxford, Professors of Public Administration, 
Economics and Commerce at the Universities of Bristol, Kansas 
in the United States, and Dalhousie in Nova Scotia, and the 
Director of Tutorial Classes in Australia. Seven at least, by the 
publication of independent treatises of their own, or by the con- 
tribution of important sections to books, or elaborate articles to 
journals edited by others, have shown that their zeal for and com- 
petence in the subjects studied for the Diploma here has after- 
wards been recognised and maintained. Some have pursued sub- 
sequently spcoeasful courses for the Oxford Research degrees. 
With reference to the problems of “reconstruction” it is justly 
observed that inany complex affairs and hard problems require 
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for full survey and firm grasp more than the little knowledge” 
that is proverbially “dangerous”; that a trained' competent 
acquaintance with Economics and Political Science is indispens- 
able both as stimulus and warning. In conclusion we read that 
since its foundation the institution has not received my grant from 
University funds. A sentence which wc quoted in 1903 from a 
leading article of the Tiptes seems still appropriate : “Perhaps the 
Ehodes Trustees will discover that they have power to come to the 
rescue. Perhaps some enlightened millionaire will find the bare 
minimum of working expenses — say to £300 a year.” 


Professor C. H. Oldham, whose articles in the Economic 
Journal for June, 1917, on Industrial Ireland under Free Trade, 
and for June, 1918, on Changes in Irish Exports during Twelve 
Years, will have been noticed by our readers, has resigned the 
Chair of Commerce at University College, Dublin, on his appoint- 
ment to the Chair of National Economics of Ireland. This Chair 
had been rendered vacant by the death at the front in 1916 of 
the brilliant and heroic Lieutenant T. M. Kettle. Professor Old- 
ham had discharged the duties of both chairs since 1915. His 
successor in the Chair of Commerce is Professor B. F. Shields, of 
Galway University College. 


Our correspondent Professor Achille Loria -writes as 
follows: “With the death of Giuseppe Tonivlo, at Pisa, 
on the 7th of October of this year, at the age of 
73, we have lost not only the eloquent and learned 
professor of political economy at that university, but an eminent 
scholar, who had devoted himself, during forty years, to the 
triumph of those ideas of which he was in Italy the most con- 
vinced and illustrious defender. After entering the scientific 
arena with a short but considered essay On the Distribution of 
Wealth (1878), he later gave to science a more important con- 
tribution in his excellent book On the Underlying Causes of the 
Economic Power of Florence (1882), in which he demonstrated 
in a definitive manner that the historic struggle between the 
Guelphs and the Ghibellins was essentially a battle between the 
manufacturing interest and the landed property — thus furnishing a 
precious document to the so-called historical materialism. Estab- 
lished subsequently at the head of the Christian Democracy in 
Italy, he developed the economic doctrines of the school in a 
Treatise of Social Economy (1897, 2nd edition 1915), a very 
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remarkable book, not only for its perfect acquaintance with the 
best political economists, but for the clear and courageous denun- 
ciation of the iniquities of the capitalistic system, the remedy of 
which he saw in a radical renovation of the consciences and the 
hearts of men. In these respects the scientific work of Tonivlo pre- 
sents a very marked resemblance to that of Smart. But if we add 
the splendid eloquence of our countryman, which made him the 
most acceptable and influential orator of the Catholic party in 
Italy, the candour of his soul, giving him a superior impartiality 
of judgment in respect to the opinions and parties most opposed 
to his convictions, and his extraordinary modesty, failing, never- 
theless, to hide his loftiness of mind, we cannot but bring a 
sincere tribute of sorrow to his memory, and express the hope 
that his great merits may serve as a lesson and example to the 
young generations crowding themselves into the battlefields of 
sociology. Majqnim gloria posteris quad lumen. 


The levy on capital was included among the resolutions on 
Reconstruction passed at the Conference of the Labour Party last 
June : “ In view of the enormous debts contracted during the 
war, and of the necessity to lighten national financial burdens, this 
Conference demands that an equitable system of conscription of 
accumulated wealth should be put into operation forthwith, with 
exemption for fortunes below £1,000, and a graduated scale of 
rates for larger totals, believing that no system of taxation only 
of income or profits will yield enough to free the country from 
oppressive debts, and that any attempt to tax food or the other 
necessities of life would be unjust and ruinous to the masses of 
the people.” 

The Conference has mo great tenderness for Capital. They 
“ cannot help noticing how very far from efficient the capitalist 
system has been proved to be, with its stimulus of private profit, 
and its evil shadow of wages driven down by competition often 
below subsistence level.’' ... “In the opinion of the Conference, 
the task of social reconstruction to be organised and undertaken by 
the Government, in conjunction with the local authorities, ought 
to be regarded as involving, not any patchwork gerrymandering 
of the anarchic individualism and profiteering of the competitive 
capitalism of pre-war time — ^the breakdown of which, even from 
the standpoint of productive efficiency, the war has so glaringly 
revealed — but gradual building up a new Social order based 

. on the dehferately planned co-operation in production and 
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distribution, the sympathetic approach to a healthy equality, the 
widest possible participation in power both economic and political. 

The resolutions of the June Conference may be regarded as 
a supplement to and development of the principle laid down in 
the draft report prepared for the Annual Conference at Notting- 
ham last winter, a system which is described as resting on four 
pillars : (a) The universal enforcement of the national minimum ; 
(b) The democratic control of industry ; (o) The revolution in 
national finance ; (d) The surplus wealth for the common good. 
The details of the edifice which these pillars support should be 
studied in the paper entitled Labour and the New Social Order, 
which may be obtained from the Secretary of the Labour Party, 
1, Victoria Street, Westminster. 



RECENT PERIODICALS AND NEW BOOKS. 


* The Edinburgh Review. 

October, 1918. Commerce and Empire. The Editor. The nation- 
alistic conception of commerce is directly provocative of war. 
Imperial Preference involves tariffs prejudicial to the Allies; it 
does not carry out the league against German “ penetration ” 
proposed by the Paris Conference. It would not act as a means 
of securing food for England, nor of binding together the Empire. 
Let us not imitate the German blend ‘ of nationality and 
commerce. 

The Nineteenth Century. 

October, 1918. A New Standard Price for Gold. Lancelot Ussher. 

Whereas the standard price of fine gold is rather less than 
858. per oz., while gold permitted to be used for trade purposes 
has risen to about 115s. per oz.,’’ it is proposed to alter the 
standard to the latter price, by the concerted action of ' the 
Allies, to the detriment of the Central Powers (who will have to 
buy back their gold at a heavier cost in goods). Mining would 
become profitable, hoards would be elicited. No one will worry 
about the use of more alloy in the sovereign. 

^ The Contemporary Review. 

October, 1918. Equal Pay for Equal Value. Mrs. Fawcett.’ This 
principle, which is now rapidly gaining ground, affords the only 
way of avoiding two great evils: (1) pulling down the hardly- 
won male standard of living; (2) the horrors and squalid 
disgrace of a sex war.” The argument that men are paid more 
because they have families to maintain is not ignored. 

Bankers' Magazine. 

July, 1918. Banking Amalgamations. The arguments of the 
Treasury Committee (Cd. 9052) for and against amalgamation, 
with some additional considerations, are carefully weighed. 

September. Some New Points in Banking. Sir R. H. Inglis 
Palgrave, F.R.S. The Nestor of British Banking keeps up 
his interest in new points. Referring to the July number oi 
the Edinburgh Review^ he locates the danger that money raised 
in England might be used against English interests. ** Agency 
Bills ’* involve this risk. As to the ^rvice of banks to industry, 
it# is desirahle that more institutions, such as the British Trade 
, Corporation, should be formed. 
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Quarterly Journal of Ecortomics (Cambridge, Mass.)* 

August, 1918. International Tariff Relations as Affected by the 
War, W. S. Culbertson. A lucid classification and useful 
descriptions — in particular of the various preferences granted, 
by divisions of the British Empire — lead to the conclusion that 
tariff discriminations between independent nations are not 
distinguishable in principle from preferential tariffs within an 
Empire. If the former are vetoed, the latter should be also. 

^ Sugar Prices and Distribution under ^ood Control, B. G. 
Blakey. The balance of advantage — in spite of many disad- 
vantages— is on the side of Governmental control of the price 
and distribution of sugar, under present conditions. Price- 
fixing in the Iron and Steel Industry, Abraham Berglund. 
The fixing of iron and steel prices has thus far shown no ten- 
dency to cause reduction of output. Perishable Produce under 
Food Regulation. W. F. Gephart. The Food Administration, 
particularly the ‘‘Fair Price interpreting Board,” have stabi- 
lised prices, increased efficiency, not destroyed profits; no doubt 
helped by the absence of normal economic motives during the 
war. The Distributive Relations of Indirect Goods. H. J. 
Davenport. A criticism of some laws enounced by Prof. 
Carver, in particular one endorsed by Prof. Wesley Mitchell that 
the demand for producers’ goods is more sensitive to alterations 
than the demand for consumers’ goods. 

Among the notes and memoranda there is a minute criticism 
of Prof. Taussig’s theory of international trade ^nder depreci- 
ated paper, by Prof. J. B. Hollander; with a rejoinder by Prof. 
Taussig. 

The American Economic Review. 

September, 1918. Recent Developments in the British Labour 
Movement. G. D. H. Cole. The old union of craftsmen is 
contrasted with the recent organisation of unskilled workers 
as the general labour union, “a craft union of workers without 
craft.,” The National Federation of General Workers has now 
a membership over 700,000. The new Labour Party — into 
which women and intellectuals (not exclusive classes) are 
admitted — includes the Independent Labour Party largely 
imbued with Fabian doctrines and trade unionists without any 
theory. The programme of the Labour Party, Labour in the 
New Social Order,” seems to the writer pouring new wine into 
old |)<^ttles. “Of freedom,” he fears, “Mr. Webb has very 
little real conception.” The writer’s own ideal is “ Supplanting 
Capitalism in the Control of Industry.” The Central Labour 
College aims more directly at this object than the perhaps 
more scientific Workers’ Educational Association. The Agrarian 
Movement in the North-west. James G. Doyle. Private Colo- 
nisation of the Land, E. T. Ely. Historical Approach to 
Economics. I. A. Loos. Substance and Shadow in War Finance. 
4i. C. Plehn. The Market Gauge Dollar. D. G. Tinnes. 

Annals ofjhe American Academy for Political Science 

(Philadelphia). 

September, 1918. This number is devoted to war relief work. 
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JP(ditical Sdki^e (^u^rterly (New York). 

June, 1918. 'BeyM^am's 1^elicip4s {Calculus. Wesley C. Mitchell. 

criticism of Penfeam^s utilitarian calculus, on wt^ioh 
^ fresh light is thrown by extracts from Bentham’s manuscripts 
first published ifa Hal4vy's Badicalisme Philo sophique, 

September. The Limitations of the Ricardian Theory of 

*^W. E. Camp. Collective Bargaining before the S'&preme Ctoufi^' 
T. E. Powell. . 


Journal des Economistes (Paris). 

August, 1918. La quatrieme Rapport de la Commission Parlement- 
aire sur les depenses publiques , , . en Angleterre, A. Eaffalo- 
viCH. Indulgence to waste incident to war is not to be construed 
as approval of a “ politique statists ' ’ in peace-time. Les Sodete^ 
anonymes d participation ouvriere. A. Eaffalovich. . Un* 
grief des producteurs de Vor. A. Eaffalovich. Eeferring to 
the complaint of Sir Lionel Phillips at the meeting of the 
Central Mining Corporation on the rising cost of production, but 
fixed price, of gold. 

September, L’ ** Imperial Preference** et le '‘Patriotic Pro- 
gramme,** Yves Guyot. Les Finances Brifannlques. W. M. J. 
Williams. L* evolution du Brestl pendant la guerre, G. Lafond. 

^ HA 

r October. L* Industrie de la laine, * Y’Ves Guyot. Contrdle iv^ter- 
national de la production de Vor. There should be an inter- 
national Commission to regulate the production of gold wasted 
of leaving it to the play of natural influence.* " %*mdustrie 
- chimique franqais et la guBrre, A, pA'Vtoi|¥aEi..A Le quatrieme 
emprunt franqais, A. Barbiol. ^ 

Revue d* Economic Politique (Paris). 

January-February, 1918. Des projets d* entente financiere apres 
la guerre, Charles Gide. There |is suggested a financial 
entente to confer an international currency on the notes issued 
by the leading banks — or new notes issued by a consortium of 
banks. Pooling the expenses of the war among the belligerent 
nations is too radical ; and meeting them by paper money would 
be absurd. Le rcnouveUement du privilege de la Banque de 
France, G. Lachapelle Les deux demiers emprunts alle- 
mands, Charles Eist. Sismondi et la condition de$ ouvriers 
franqais de son temps, O, Festy. 

March-April. Le regionalisme economique, B. Eaynaud. Sismondi 
(continued). O. Festy. Le reUvement des tarifs de chemin de 
fer en France. M. Ports. 


Giornale degU Economisti (Home). 

July, 1918. Economic Sperimentale. V. Pareto. A profound 
logij6al study. La politica economica postbellica dei grandi 
iBtituti Bancari Italiani. M. Gbuiuberg. * 

Ahoust.^ La politica dei prestiii di guerra, B. Griziotti. II motive 
eterno dma “ Terra.** G. Carano Bonvito. 
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1918. La politica dei prestiii di ouerra, GRiziotTi. 
Valoolo dell indice pondmato dei prezzi afv ingros'so m IMia del 
1.910 al 1916. C. Ottolenohi. ‘ A set of weighted index 
numbers for wholesale prices in Italy, showing, with reference 
to the mean of the triennium 3 910-12 as base (equated to iOO), 
a" rise oi general prices for 1916 to 227 , and more detailed 
J * conclusioti for months, and commodities, separately or in groups. 


W eltwirtschaftliches Archiv (Jena). 

VoL. 13, No. 2, August ir>TH, 1918. More important articles: 

' Prqbleme des wirtschaftlichen Wiederaufbaues . Prof, Dr. C. A. 
" Verrijn Stuart. (Utrecht.) Zur Theorie des Schutzzolles, 
Prof. Dr. Josef Gruntzel. (Vienna.) Zv.r belgischen Frage. 
Dr. Felix Rachfahl. Das mittelevropaische Wirtschafts- 
problem in der jiingsten Literatur. Dr. Franz Eulenberg. 

VoL, 13, No. 3, October 1st, 1918. More important articles : 
Wesen und Begriff der W eltwirtschaft . Prof. Dr. B. Harris. 
[Revised reprint of- an article on this subject which appeared in 
, th^ d^st issup of this Review. J Das Volkseinkommen Osterreichs 
und XJngarnh. A*-GuBTi^Ri 
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NEW BOOKS. 

I English. 

Cannan (Edwin). Money: Its Connection with Eising and 
Falling Prices. London : P. S. King. Pp. 66. 

[To be reviewed.] 

Equal Pay and the Family. A Proposal for the National Endow- 
ment of Motherhood. London: Headley. Pp. 70. Is. 

[The report of a Committee formed at the suggestion of Miss Rathbone, 
Readers of her article in the* Economic Journal for March, 1917, will be pre- 
pared for a masterly statement of the contradiction between the claims of the 
family and the principle of equal pay for equal work.” The solution is found 
in the payment to cdl mothers of an endowment allowance for all— nexcept per- 
haps illegitimate or over -numerous — children up to the age of live years. 
12«. 6f. a week for the mother, and 5». a week for the first child, and 3is. 6d. 
for each additional child (under five) are the payments suggested. The total 
annual cost of the scheme would be approximately £144,000,000. The danger to 
wages would not be serious.] 

Hbcht (J. S.). a Challenge to Economists. London: King. 
1918. Pp. 43. 

[The whole strncture of Free Trade rests on fallacies.] 

No. 112- — ^voi.. xxvni. 
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Marx (Karl). Wage, Labour, and Capital. WitM an intro- 
duction "by Frederick Engels. Chicago : -Kerr. 

[A translation of articles published by Marx in the ’forties, as edited by 
Engels in 1891.] 

Nicholson (J. Shield). War Finance. Second edition, with 
three additional chapters. London: P. S. King. 1918.^ Pp. 504. 

[The additional chapters are on Bolshevism, Another Year of Inflation, 
The Parent of the War Debt by Taxation of Capital — all three treated as 
great evils.] 

Smith (E. S.). Housing: The Present Opportunity. London: 
King. 1918. Pp. 98. 1j. 

Petavel (Captain J. W.). Man and Machine Power in War and 
Eeconstruction. With Foreword by Sir Asutosh Mookerjee. Cal- 
cutta: The University. 1918. Pp. 163. » 


American. 

Allin (Cephas D.). A History of the Tariff Relations of the 
Australian Colonies. (University of Minnesota Studies.) Minnea- 
polis: University of Minnesota. 1918. Pp. 177. 

Andrews (Irene V.) and Hobbs (Margarett A.). Economic 
Effects of the War upon Women and Children in Great Britain. 
(Carnegie Endowment for International Peace.) New York: Oxford 
University Press. 1918. Pp. 190. 

Faulkner (Harold U.). Chartism and th# Churches. A Study 
in Democracy. (Columbia University Studies.) New York : 
Columbia University. (London: King.) 1916. Pp. 152. 

Florence (P. S.). Use of Factory Statistics in the Investigation 
of Industrial Fatigue. (Columbia University Studies.) New York : 
Columbia University. 1918. Pp. 153. 

Gray (Howard L.). War-time Control of Industry. The Experi- 
ence of England. New York: Macmillan Co. Pp. 307. $1.75. 

Laughlin (J. L.). Credit of the Nations. A Study of the Euro- 
pean War. New York: Soulsner. 1918. Pp. 406. $3.50. 

Mills (F. C.). Contemporary Theories of Unemployment and 
of Unemployment Relief. (Columbia University Studies.) New 
York : Columbia University. (London : King.) 1917, Pp. 178. 

’!l 

^ Rosenblatt (F. F.). The Chartist Movement in its Social and 
Economic Aspects. (Colui^bia University Studies.) New York: 
Collimbia University, (London: King.) 1916. Pp. 248. 

Slosson (Preston W.). The Decline of the Chartist Movement. 
(Columbia University Studies.) New York: Columbia University. 
(London: King.) 1916. Pp. 216. 

Snow (0. D.) and Kral (*1. J.). German Trade and the War. 
JVashington : Bureau of Foreign and Dolnestio Commerce. Miscel- 
laneous Seriehy No. 66. 1918. Pp. 236. 

[A picture of German economic life in war time.] 
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French. 

C AMBON (Jules). Le Gouvernement G4n4ral de F Algeria 
(1891-1897). Paris: Champion. 1918. Pp. 448. 

Eaffalovich (A.). L’inflation des signes monetaires et du credit. 
Causes, dangers, rem^des. 


Italian. 

✓ 

Lanzillo (Agostino). Disfatta del Sozialismo. Florence : Della 
Voce. . 1918. 

[Reviewed above.] 


Spanish. 

Bernis (F.). La Hacienda Espanola. (Biblioteca de Cultura 
Modema.) Barcelona: Editorial Minerva. 

[To be reviewed. Taxes as they are in Spain, and aff they ought to be in 
view of what they are elsewhere; such is the tenor of the Spanish professor’s 
treatise.] 


Greek. 

Andreades (A.). UTOPIA THS EAAHNIKHS JiHMOSIAS 
OIKONOMIAS. Athens. 1918. Pp. 624. 

Andreades (A.). HEPI TOT HAHOTSMOT KAI TOT 
HAOTTOT THS KHNSTANTINOTnOAEHS KATA TOTS 
MESOT2 XPONOT2. Athens: 1918. Pp. 297. 

[By the skilful handling of circumstantial, though not precise, data it is 
elicited that the population of Constantinople was not less than 500,000, except 
during the seventh and eighth centuries. The wealth of the city does not 
admit of such accurate determifetion. Perhaps Chrysostom was not far wrong 
when he estimated the riches of Constantinople in his day at a sum equal in 
present money to an amount between 40 and 120 million francs, and to five 
times the amount in use.] 


Qermm. 

Heeknee (De. Heineich, Editor). Die Neuordnung der deutschen 
Finanzwirtechaft. Second series. Munich and Leipzig. 1918. 
I*?- 408. . 

[Attention waa called to the first series of these studies *in the September 
issue of the Economic Jooenai,. In the secondCseriee Gustav Chhn ple^ for 
Imperial succession duties and property and income tax; Eulraburg and toffe 
consider how production may be increased in Germany ; Gunther inauires into 
the effect of taxation on small incomes; Paul IJamburger condemns the levy on 
capital; and Most and Schwarz furnish studies on the future of German 
muiiici^l finances.] 

Ettinger (Dr. Markus). Die Vermogensabgabe und Konjunc- 
turgewinnsteuer im sozialen Zukunftstaate. Vienna and Leipzig. 

[A very fujl mirvey of the opinions in favour of and against the capital levy, 
with a consideration of the ii^finence of post-heUum taxation on economic 
activities.] 

K K 2 
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OaUKnEL (Pb. Josef). Wirtsobaitliohe Vienna. 

1918, .(Alfred Holder,) ^ ' 

{Futkulttrl; fall ok t{|g proUisa <i$ 

JoNO (Db. Awust). staalUche,ElekteizitatjM}ro88wrw^[B^ 
Deutocbknds. Jena. 1918. Pg. vif 121. 

[Arfues M ivr(m of a State asoKop^ «{ j^oeiricit^ 

Maniss (Db. AnFBED). Staatsbimkrottk' vsteduift^Bche ubd 
reqhtiiche. Bferlin. 1918. (Karl Siegismujal.) ’ • 

MshBino (Fbaez). Karl |darx. .Geschichte seines Lebens) 
Leipzig. 1918. Pp. xii+544. ‘ > - 

Pkion (Dr. W.), Die deutsphen Kreditbanken ,U» KHege ■^©d 
aaclbher. Stuttgart. 1917. Pp. 165. * ‘ 

Vogel (Dr. E. H.). Die Theorie des volkswirtecbaftliehen Ent' 
wicklungB|mzeS|es und das Krisenproblem. Vienna and Leipzig, 
1917. Pp. x+4iOO. 

[A iborottglt stady of cruet.] 






